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WEDNESDAY, JANUARY 28, 1953 


Unirep Sratres SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, Be. 

The committee met, pursuant to call, in room 301, Senate Office 
suilding, at 2 p.m., Senator Homer E. Capehart (chairman) presiding. 

Present: Senators Capehart, Bricker, Ives, Bennett, Bush, Beall, 
Payne, Goldwater, Maybank, Robertson, Sparkman, Frear, and 
Lehman. 

The CuarrMan. The committee will come to order, please. 

I do not know about the rest of you, but I have a very bad head 
cold. I have no fever, and I understand if you do not have a fever 
you cannot give your cold to someone else. I think I would feel 
better if I were lying down at home. 

I would like to read a statement, if I may, please, which has some 
bearing upon the subject matter that we are going to discuss. 

Are the present interest rates on veterans’ guaranteed loans and 
FHA-insured loans adequate to do the job intended? The purpose 
of this meeting is to determine just what the facts are in regard to 
this important and complicated problem. 

We in Congress, and especially those of us who are privileged to 
serve on the Banking and Currency Committee, have been receiving 
an increasing volume of communications—the tones of which have 
become more vehement, from veterans and nonveterans who wish 
to purchase homes—telling us of the difficulty they are experiencing 
in trying to secure Government-insured and guaranteed loans. 
Similarly, we are receiving numerous complaints from the building 
and home-finance industries that the present interest rates on insured 
and guaranteed loans are unrealistically low and are preventing them 
from doing the house-building and home-financing job that is expected 
of them. 

It appears that the problem is much more acute with respect to the 
4-percent VA-guaranteed loans than it is with the FHA 4%-percent 
loans on the sale of houses. It also seems that the problem is more 
intense in these areas distant from the great financial centers of the 
Nation, although the complaints are by no means confined to these 
distant areas. 

I—and, I am sure, everyone in this room—would much prefer to 
see a veteran pay 4 percent interest rates than 4% or 4% percent, or a 
nonveteran 4% percent rather than a higher rate, but the question is 
whether the veteran and nonveteran home purchasers are, in fact, 
getting such loans. To the extent that they are getting FHA and VA 
loans, are they paying for it in other ways? On the other hand, are 
the builders and mortgagees who are building and financing VA and 
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FHA homes being handicapped in this operation, and to what extent 
has this led to any questionable practices among them, or dampened 
or restricted the participation of builders and financiers in these 
programs? ‘To what extent has the veteran and the home buyer, in 
fact. been required tO pay more with a lower interest rate than he 
would have had to pay with a higher rate? 

These are some of the questions that have been troubling me and 
other members of the committee. 

| misc ht als Say that, as | me as there is uncertainty as to whether 
the interest rate on VA and FHA loans will be increased or not, it 
creates hesitation in the market and the problem is further intensified. 
You, the Administrator of the Veterans’ Administration, with the 
approval of the Secretary of the Treasury, can increase the interest 
rate on VA- guaranteed loans to 4% percent ec, 599 (b), Servicemen’s 
Readjustment Act of 1944, as amended). You, the Commissioner of 
the Federal Housing Administration, can permit a section 203 loan to 
bear interest at ‘‘not in excess of 5 per centum, as the Commissioner 


( 


rmnas necessary to meet the m rivagce market even up to 6 percent 
“if the Commissioner finds that in certain areas or under special cir- 
( mstances the mortgage market demands a” sec, 203 b 5 


Housing Act, as amended 

Yours has been the responsibility to act in accordance with the law, 
and we assume your action—or, more accurately, your inaction—has 
been for good and sufficient reasons. But we also are aware that the 
failure of Congress to indicate in any positive manner our attitude on 
the interest-rate question, our action on direct veteran | vans, and our 
action increasing the authorization for the FNMA have been taken 
as indication of the Congress’ attitude on the question, and that, at 
the very least, the position of some in the Administration has been 
that Congress ought to be consulted before any action is taken. 

Without discussing the merits of any of these arguments, it is my 
purpose to find out all the facts so that in one way or another we can 
bring ar ud to the current uncertainty in the Government-insured 
and guaranteed mortgage market and create a more normal and work- 
able market situation. Most important, we are anxious to determine 
if the purpose and objectives of the acts we have passed are being 
fulfilied; and, in this case, that means is there an adequate supply of 
V A-cuaranteed loans and FHA-insured loans available in accordance 
with the needs of our veterans and our citize ns 

We have with us today several gentlemen from the Government 
agencies directly concerned with mortgage financing. 

From the Housing and Home Finance Agency we have Raymond M. 
Foley, Administrator; B. T. Fitzpatrick, Deputy Administrator; 
Neal J. Hardy, Assistant Administrator; and David Lowery, staff 
assistant to Mr. Foley. 

From the Federal Housing Administration: Walter L. Greene, 
Commissioner: Allen F. Thornton, Director, Division of Research and 
Statistics: and B. C. Bovard, general counsel. 

From the Federal National Mortgage Association: J. S. Baughman, 
President 

From the Veterans’ Administration: Gen. Carl R. Gray, Jr., Ad- 
ministrator: Frank W. Kelsey, Assistant Administrator of Finance: 
T. B. King, Director, Loan Guarantee Service; and Guy H. Birdsall, 
legislative assistant 
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Also present from the Treasury Department, as an observer, we are 
glad to have Randolph W. Burgess, Deputy Secretary of the Treasury. 

I suggest that we conduct this meeting this afternoon, which is a 
closed executive meeting, sort of as a round-table discussion, I have 
some questions I wish to ask. We might start out asking questions, 
or maybe you gentlemen, Mr. Foley and Mr. Gray, would prefer 
to make a short statement. 

What is your pleasure? 

General Gray. Your pleasure, Mr. Chairman, and the committee’s, 
is my pleasure. 

The CHairMan. Well, let us start in then on the VA loans. I shall 
ask a couple of questions, and we can get under way. 

I hope we can handle this as a round-table discussion, and anyone 
that has anything to offer will speak up as we go along. Let us get 
into the discussion. 

General Gray, I will ask you the first question: 

Is the current rate of 4 percent on VA loans effective? 

General Gray. I would like to introduce a statistic or two, Mr. 
Chairman, and members of the committee. 

The CHarrMAN. You may proceed in your own way in answering 
any of these questions. As I say, this is not a hearing in the ordinary 
sense. It is a round-table discussion. Feel perfectly free to Say 
anything you care to, 

General Gray. Thank you, sir. 

The CHarrMan. We are not here to criticize anyone. We are 
simply here to find out the facts and enable the new Administration 
as well as the Congress to come to some decisions on what should or 
should not be done. 

General Gray. Well, it would be very natural that, in a disburse- 
ment of funds and service to some 29 million people under many 
hundreds of laws, it should be necessary that the Administrator have 
some statistics that will indicate to him what is happening. 

Some of my statistics are not, we might say, exactly equivalent to 
the normal Government statistics furnished, but are illustrative to me, 

least, of facts and trends which are acceptable to me in my under- 
standing and my previous experience. So, one of the first questions 
I have asked and continuously ask, as we have developed this program 
and fulfilled it during the last 5 vears, is: What are we doing? 

It may be a little bit new to you i Sti to have it in this form. 

Under the World War II Veterans Act, 3,136,518 loans have been 
guaranteed at a valuation of $19,263,626,000; and, under the Korean 
Veterans Act, 857 loans, valued at $6,968,000, have been, shall we say, 
concluded. 

Senator Bricker. What is the dollar value on those? 

General Gray. The Korean?—857 loans 

Senator SPARKMAN. The first figure you gave was $19 billion; was 
it not? 

General Gray. Yes, sir. 

Senator SpaRKMAN. I understood you to say “million.” 

General Gray. 3,136,518 loans, with a valuation of over 
$19 billion. 

The CuarrmMan. Made to GI’s. 

General Gray. That is the regular GI loan. The value of those is 
$19 263,626,000. 
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The CHarrman. And the Korean? 

General Gray. 857 loans; $6,968,000 in value. 

Now, other facts that may not be known to you gentlemen in this 
form, but I have looked upon these loans from a businessman’s 
standpoint as being, possibly, the safest loan that was ever bought by 
a lender of money. They are guaranteed. 

And then I immediately questioned our people and asked myself 
the question What has been the success of this program from the 
standpoint of how well the boys are paying their interest, and what 
condition are these loans in? 

From the beginning, the number of failures to meet obligations on 
the part of the veteran has been that less than 0.6 of 1 percent of these 
loans have resilted in payment of the guaranty through default. 

The CuarrMan. Less than 0.6 of 1 percent are in default? 

General Gray. Have so far required VA to make good on a default, 
so that from the standpoint of fulfillment of financial obligation, the 
veteran has been a darned good borrower of money. He fulfilled his 
side of the obligation, and in my opinion in a manner that is most 
noteworthy to him 

Senator BrickEr. Most of the first group of loans you mentioned, 
General, I suppose are pretty well seasoned, now, too, are they not? 
The veterans have a substantial equity? 

General Gray. Oh, yes. 

Now, the next question I asked was the number of loans being com- 
pleted, and the number of homes being provided has to a large extent 
been on a steady increase. 

The CHarrMAN. You mean the number of loans that you have 
handled? 

General Gray. The number of loans handled per month has steadily 
increased over the past several months. 

Senator MayBank. We had a meeting last year. 

The CHartrMAN. Do we understand that you are handling more 
loans at 4 percent this month than you did last? 

General Gray. Up to December; but November was higher than 
October, October was hig!.er than September, and so forth. 

The CHarrmMan. Well, are you having any trouble financing or 
selling those mortgages at 4 percent? 

General Gray. In some localities, and you gentlemen of the Con- 
gress came to the aid of the veteran in connection with direct loans to 
take care of those conditions and localities where 4-percent money was 
not available, so to that end and extent, with a generally constantly 
increasing number of loans, and with the fact that it is my belief that 
these loans are so secure, and are so basically sound, and that the 
manner in which these veterans are meeting their obligations as to 
interest indicated to me that these are highly favorable loans. 

The Cuarrman. Do you think there is any need for increasing the 
interest rate? 

General Gray. I have not had instances submitted to me in suffi- 
cient volume to justify my belief that it should, or I would have taken 
the matter up in the manner prescribed by law. 

The CuarrmMan. You have no statistics or record to show how 
many loans, or how many veterans have been unable to buy a house 
because they could not finance at 4 percent? 





2 eee 


on 
se 


It, 
he 
11s 
st 


d, 


yt? 


m- 
nt 


ore 
an 
or 


yn- 
to 
vas 
tly 
hat 
the 

to 


the 


iffi- 


cen 


LOW 
use 


| 


a 


NT TI 


- 


MORTGAGE INTEREST RATE PROBLEM 5 


General Gray. I can furnish you and the committee, Mr. Chairman, 
our survey of that situation as it is as of now, but not knowing just 
exactly what manner of approach you gentlemen intended to follow, 
we just came with what we have. 

The CuarrMan. Well, that is the purpose of this meeting. 

General Gray. I understand, and I say any statistic that you want, 
we can furnish. 

The CHartrMAN. Our purpose is to find out whether or not the 
interest rate should be increased—to get the facts. 

General Gray. Your statement of the purpose or the reason for 
this meeting as announced at the opening clarifies in our mind exactly 
what you want, but not having had that previously, we were not pre- 
pare 1d to give, maybe, specific answers to specific questions. 

The CHarrman. We certainly do not want to see the veterans 
charged 45 percent, if they can get the money at 4. And by virtue of 
the same thing, I do not think we ought to sit here and see the veterans 
denied homes because they just cannot find money at 4 percent, when 
they could, maybe, at 4%. 

General Gray. That is correct; and the preponderance of the proof 
to us so far has been that a sufficient number of them are getting 4- 
percent loans to indicate that the ones that get them ought not be 
penalized by a higher rate of interest in order to satisfy a smaller 
percentage that might not be able to get loans at 4 percent. 

Senator GotpwaTer. Mr. Gray, you stated that these loans are 
increasing month to month. Do you have any figures to show the 
comparison of, say, December of 1952 with 1951 and 1950? 

General Gray. Yes, sir. We have monthly figures, and we can 
give you any comparison that you would like to have, sir. 

Senator GoLpwaTeER. Are they increasing year to year? 

General Gray. I will have to ask Mr. King to answer that 
specifically. 

Mr. Kina. I can show you now, sir, or I can leave a chart with you 
which will give you the factor you are seeking for the last several 
years. 

The level the General has been discussing has been the level during 
the current year when we went from a total of about 22,000 in May, 
up to around 30,000 in November, and we had a fall-off to about 27,000 
in December, which is partially seasonal. 

“arly in the history of the program, we went as high as 60,000 or 
70,000 loans a month, in peak periods of mass buying. We deem the 
probable level that would fulfill legitimate demand, although ad- 
mittedly we have no way of finding exact statistics, or near exact 
statistics, would be about a little over 35,000 loans a month, so we 
have been running somewhere around 5 to 8,000 loans a month less 
than we think would be the probable level of demand were the 4 per- 
cent rate attractive marketwise at present. 

Senator GotpwateErR. Could I see that chart? 

Mr. KING. Yes, sir. 

The Cuarrman. Would you mind putting that chart in the record. 

Mr. Kine. That is agreeable, sir. 

The Cnarrman. Without objection, the chart will be placed in the 
record. 

(The chart referred to will be found on the following page:) 
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MORTGAGE INTEREST RATE PROBLEM , 
* 
; Senator Ives. I would like to ask you a question, General. I have 
been getting some complaints in recent months with regard to the 
| variation in the amounts allowed from the standpoint of loans between 
' yourselves and the FHA. What is the cause of that discrepancy? 
e+ General Gray. You mean valuations? 
= Senator Ives. Yes. 
° General Gray. Well, I would have to ask the technical man to 
. explain that in detail, but being an engineer by profession, the question 
7. of valuations and the question of judgment as to cost 
3 ‘ , Senator Ives. Why are you different from the FHA? I have one 
42 particular instance in mind where the FHA was permitting $8,500 
4< per unit, and you were only permitting $8,200, as I recall, or $8,100— 
P over $300 difference. 
z ‘ ‘ General Gray. When one evaluates something, it is a matter of 
nat experience, judgment, and capacity. We operate under a certain set 
4z of rules and specifications, and they may be operating under another, 
° Senator Ives. You never try to synchronize your activity? 
7" General Gray. Yes, we have very decidedly, and there are no basic 
. differences. 
‘ /. Senator Ives. There must be some difference of some kind to cause 
s- that variation? 
< General Gray. Well, I will further investigate the direct inquiry. 
42 The only answer I can make to you now with respect to the question 
» of valuations is the question of approach from the standpoint of the 
4 Ea basic policies that you start from, and the judgment of the experts 
who do it, based on facts. 
‘> Senator Ives. Then you apparently do not have the same criteria, 
° whatever you want to call them, operating in both instances. 
* General Gray. Basically, we do. 
“ Senator Ives. But you have a variation there that is a little more 
= than basic. 
i General Gray. There may be some specific instance that you have 
z in mind, sir. 
“ Senator Ives. I am not acquainted with the situation. It was 
* simply brought to my attention, and I was asking how often these 
— variations occur. I do not know about the details, but I know there 
c ‘ » is this variation. 
in The CHAIRMAN. You use two different sets of appraisals? 
< General Gray. Oh, ves. It is a separate approach, and it is a 
- difference of judgment and opinion, and estimation on behalf of the 
> ‘ . two experts who do the appraising. 
F Senator Ives. But would it not be better if you both employed the 
. same criteria so you both arrive at the same conclusion as long as 
“ you are both loaning on the same or almost identical properties? 
~~ General Gray. Well, 1 would hate to surrender the question of 


responsibility incident to appraisal work to anyone else. 

Senator Ives. Well, they probably would, too. 

General Gray. | admit that that is definitely true. 

Senator Bricker. What about the explanation on the interest 
rates? Could you follow through with that? 

General Gray. I did not follow that. 

Senator BrickrErR. The question of the interest rate? 

General Gray. You mean our permitting 44? 
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Senator Bennerv. If I might be permitted, General Gray has given 
us over-all figures relating to the number of loans the Veterans’ Ad- 
ministration has been making. Do you have those figures broken 
down by areas, or by States? 

I have the impression that out in our country the loans are drying 
up, because the bankers, particularly in the country towns, will not 
take them at 4 percent. 

Mr. Kina. We have them broken down by State. 

General Gray. We will be very happy to give you any figures that 
you desire as to States by months. 

Senator Bennertr. Do you have any breakdowns within the States? 

General Gray. Within the States? 

Senator Bennetr. We have a State with one big city, Salt Lake 
City. It may be that all the veterans’ loans are being made in Salt 
Lake, while all of my complaints are coming from the areas outside of 
Salt Lake. 

General Gray. | quite understand what you mean. 

Senator Bennerr. Country bankers will not take 4-percent money. 

General Gray. Let us analyze that and see if we can give you the 
information you desire in detail. 

Senator Bennerr. I think that may be true for Arizona, and other 
lightly populated States. 

General Gray. It would appear to me with the basis of general 
facts that the urban and rural sections should show a difference. 

Senator Bennerr. But you have not provided for any difference 
thus far? 

General Gray. There has been no difference so far, except the only 
difference that has been provided is that the Congress has given us 
authority that when that money is not available, we can make direct 
loans. 

Senator Bennett. But I am told by the people in my State that 
the amount of money allocated to the State for direct loans is soon 
exhausted. That it does not solve the problem because the small 
amount disappears in a few loans. 

General Gray. The allocation of money—let me just ask a question 
here. This allocation of funds, Mr. Senator, is on the basis of the 
moneys appropriated, and allocated, as Mr. King has just said, by 
quarters, and has been, to our best judgment, allocated in areas 
proportionately and properly. 

Now, if there is more demand in any one specific area, it may have 
been occasioned by the fact that the original allocation was not in 
correct degree to the amount of demand. 

Senator BENNETT. I think it might be interesting to the committee 
to also have charts showing how these allocations have been made. 

General Gray. We would be happy to provide that. 

(The information referred to will be found in the appendix, exhibit 
14. 

Senator Bennett. I want to pursue it on a personal basis with 
relation to the State of Utah. 

The CuarrMan. Let me ask this question: You have testified that 
the sum total of all loans is now greater than it was a year ago. My 
question is are these loans concentrated in the big cities like New Y ork 
and Chicago, and are they falling off in the small cities, in the sparsely 
populated States? 
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General Gray. There is one factor that I think we ought to take 
into consideration, too, Which has in my opinion a very direct bearing 
on location of loans, and that is the saturation, as it were. In other 
words, maybe the veterans in the cities, the larger percentage of them, 
are lessening their demand for loans there, or, conversely, in the coun- 
try. Inother words, it is a question of the particular saturation factor 
where the veteran is located, and where he is trying to build his home. 
That, very definitely, ought to be taken into consideration when you 
analyze whether or not sufficient money is available in specific locali- 
ties, or the difference in present demand between urban, suburban, 
and countryside, the question of the loans in connection with those 
allocations. 

The CHarrMan. Did you say a moment ago that you could furnish 
us with the statistics on towns or States or communities where they 
are having trouble disposing of 4-percent loans? 

Ge neral Gray. Yes, sir. (See appendix, exhibit 14.) 

The CuatrMan. Do you have any information on it at the moment? 

General Gray. Mr. King says he has it. 

The CHarrmMan. Let us have that, Mr. King. 

Mr. Kina. Mr. Chairman, the 4-percent rate, currently, seems to 
be holding its own throughout the Northeast area of the country. 
As you go away from the major sources of mortgage-loan capital, and 
for prac ‘tical purposes that is mostly in the New York area, the rate 
is progressively less attractive. 

Wherever you go outside of the Northeast, a 4-percent rate, or a 
4\-percent rate will not get money out of rural areas. 

Senator Roperrson. What? 

Mr. Kine. Rural areas. It commonly would take 5, 6, or even 
more percent to get mortgage money out of the country bank, and 
they are not equipped to make these loans, anyway, staffwise. This 
committee in considering those questions a year ago, and in previous 
years, has thought that the allocation of some money for direct loan 
purposes was the thing needed to take care of the rural areas, and 
VA, in its allocations, although it has made around 2,600 out of 3,100 
counties in the United States eligible for direct loans, does not have 
any metropolitan or large urban center eligible for direct lending. 

Senator Rorertson. What is the total of the outstanding loans? 

Mr. Kina. Direct loans, or guaranteed loans? 

Senator Rorertson. Well, give us both. 

Mr. Kina. In home loans, which you are considering here exclus- 
ively, it is somewhere around $19% billion in guaranteed and insured 
loans. In direct loans, we have had allocated around $238 million, 
and we have spent around $224 million of that. 

Senator Ropertson. You carry more outstanding home mortgages 
than FHA? 

Mr. Kina. I think that is true as to small-home mortgages, ves, 
sir. The figures for small-home-mortgage recordings in the last 
year or two have shown a substantially greater figure for VA origina- 
tions than for FHA originations. 

I think some figures I saw this morning for 1951 showed 12 percent 
for FHA and 22 percent for VA, the rest being conventional loans, not 
guaranteed or insured by the Government. Those figures are per- 
centages of small-home-mortgage recordings. 

Senator Ropertson. What is outstanding in FHA loans? 
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Mr. GREENE. 22,997,000—that is the cumulative amount of in- 
surance written. The outstanding, 10 billion 79 million. That is 
on home mortgages, FHA insured. 

The CuHarrmMan. To what extent are VA loans selling at par, and 
where, and to what extent are they being sold at a discount, and how 
much of a discount? 

Mr. Kina. Senator, VA loans are not generally selling at par. 
I think it is correct to say that there are three components to current 
VA loan originations. There is the loan which is being originated at 
par, which comprise an unknown percentage of this 30,000 originations 
a month, predominant mostly in the northeast region, the rest being 
scattered throughout the whole country where local banks or savings 
and loan institutions continue to make a certain number of loans. 

The second component of current originations would be loans which 
are selling moderately under par, and there is a third component of 
being sold on various bases of underwriting that reflect sub 
stantial prices below par 

The CuarrmMan. Has there been called to your attention any what 
might be termed ‘‘questionable practices,”’ in respect to this business, 
in order to get around the 4-percent interest rate? 

Mr. Kina. Yes, sir 

The CHarrman. Is there much of that? 

Mr. Kina. I cannot Say that there is any of it, but I am told there is 
some of it. 

The CHarrRMAN. You have heard, as we have 

Mr. Kine. Yes, sir; it stems from section 504 of the Housing Act of 
1950, in which the Congress required the agencies, FHA and VA, to 
control the charges for the use of money, and to set up fee schedules. 
With the later softening of the attractiveness of the current rates on 
Government guaranteed or insured obligations, various loopholes 
were used to get away from those restrictive measures of the law. 

The CuarrmMan. Should section 504 be repealed, or is it a good thing? 

Mr. Kine. Are you asking for my personal opinion? 

The CHarrMAN. Yes 

Mr. King. 1 would think personally the situation we have in hand 
currently is such that it would be better—it would probably be better 
to repeal section 504, but I would like to see what the related legisla- 
tion might be, too. 

The CuarrmMan. Mr. Foley, do you feel the same way about it? 

Mr. Foury. If I understand Mr. King correctly, I do not. At this 
point, possibly, Senator, it might be well if I make some few remarks 
about our approach to this question since it may help in the discussion 
of the other. 

The FHA rate of 4% is of course a rate which has resulted from a 
succession of reductions of the rate in the FHA over the years. 

The philosophy on which that has been done, and the philosophy 
with which we presently study the rate is simply this, that we believe 
that a rate should be an effective rate, effective in the sense that it 
produces the necessary flow of capital to finance the necessary housing 
program, and we include in that ‘‘necessary”’ description generally 
the whole of the geographical areas as well as the various types of 
housing needs. 

An effective rate, we believe, is one that produces that flow of 
money with reasonable steadiness, and reasonable availability in all 
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or nearly all areas of the country at par. In other words, the mortgage 
is salable at 100 cevts on the dollar. 

Now, we know, of course, because of the differences in geographic 
conditions, supply of money, and so on, that you never will have a 
uniformity of condition, and we believe, therefore, that if the rate is 
one that produces a flow of money reasonably close to par, at no high 
premium in one area, or high discount ih another, it is about as deli- 
cately balanced as it can be. 

Now. the experience and the history of suecessive reductions has 
been through the application of that philosophy. For instance, some 
years ago when we were on a 4'4-percent rate in the section 203 opera- 
tion, the detached one- to for family house operation in some areas 
of the country the insured mortgage was commanding high premiums, 
103, sometimes 104. That merely was an indication that the vield 
at a 44-percent rate was larger than the lending institution needed. 

However, it has not been our experience that when that situation 
develops there ensues a voluntary reduction of the rate of interest, but 
rather that the rate continues to be in most cases kept at the ceiling, 
and the mortgages sold at a premium. Those premium operations, 
if they get large, are just like discount operations if they get large 
in that they rool in a chain of abuses. 

Senator Ropertson. So you do not feel it is necessary now to in- 
crease the 4\4-percent rate? 

Mr. Fouey. If | may complete this thought—currently our surveys 
show, and we have had some made for us independently, currently the 
situation is that the volume continues large, the market for the resale 
of mortgages is from slightly above par to slightly below par. I have 
had few cases reported to me of discount of more than 1 point. That 
brings me to the section 504 question. If I remember it correctly 
that is the legal provision that authorizes and requires the agencies to 
set up a schedule of permitted initial charges or fees by lenders. Our 
schedule in the FHA had been in effect for years prior to passage of 
section 504. We permit the charging of initiation fees of 1 percent 
on existing property mortgages, or not to e ceeed ae percent on new 
construc tion whe re construc tion addy ances are mi ade by the lender, and 
where the lender inspe cts the prope rty in the course of construction. 

Now,’ a differential which results, for instance, in a discount of 
1 percent, let us say, can ke covered equitably and properly through 
that kind of a schedule of fees. If there were no permitted schedule 
of fees, and no requirement in that regard, | think it would be neces- 
sary to apply one administrative ‘lv, anyway, and we had done so with- 
out a specific requirement in the law that we do so. Otherwise you 
would open the way for a substitution of large initiation fees for what 
presently occurs in some reported VA cases as a very considerable 
discount. 

Now, to answer your question, Senator Robertson, at this point it 
appears to us that the 4\%4-percent rate in the small-house field as dis- 
tinguished from the 4-percent rate on large mortgages on projects is 
maintaining a reasonably effective flow of funds, but it is very deli- 
cately balanced, and changes in the situation, which might result in 
ereater competition for funds with higher yields in other areas of 
investment, could very well upset that situation. 1 think the ques- 
tion you would have to consider, and that certainly Administrator 
Gray has been considering, is to what extent this large flow of funds 
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that he has revealed is influenced by the fact that considerable dis- 
counts are resulting. 

If the discounts are large, it simply means that lending institutions 
have got to get them back from somewhere. They cannot lend a 
hundred cents on the dollar, and sell it for 95 cents in the secondary 
market, and it must be borne by someone. Now, I think the point of 
concern should be as to whether discounts are general, and are large 
enough so that they have to be passed back to the builder and through 
the builder to the borrower, in the price of the house. No matter 
how careful a valuation system may be, I do not think anybody in the 
business will contend that it can be so careful that it will prevent that. 

Senator Ropertson. Has not that been a regular fraud, high 
evaluations, so that when the Government was supposed to under- 
write 95 percent of the value, they were underwriting a hundred or 
more percent? 

Mr. Fotny. You are raising the question, or course, as to the 
accuracy of judgment in determining appraisals, particularly where it 
involves estimates of costs vet to be incurred in the future, problems 
such as we had to work with so carefully in connection with wartime 
housing. 

I might also mention on the question raised as to the valuation and 
differences in valuation, there will, of course, always be differences 
among individual appraisers as to a judgment of value, but I think a 
part of the answer is also in the systems that are pursued, and the fact 
that the Veterans’ Administration is required, under its present set- 
up, to set the reasonable sales price. Is that what you call it, Mr. 
King? 

Mr. Kine. Reasonable value. 

Mr. Fotny. Which is the ceiling price for the house which may be 
charged the veteran, whereas the valuation fixed in the FHA case does 
not involve that obligation of limiting the sale price. 

Senator Roperrson. Have you been called upon to redeem any 
of the mortgages you have insured? 

Mr. Fotry. We have, of course, had some foreclosure experience, 
but it has been remarkably small. I think Mr. Greene has the 
figures. 

Senator Roperrson. About what is that running a year, what you 
have to put out to make good to the lending agency your guarantee? 

Mr. Foury. It is small. 

Mr. GreENE. Senator, the information I have here—and we can 
supply a breakdown of this, if you desire it—is that under our mutual 
mortgage insurance operation, the volume of our small-home mort- 
gages, our losses to date have been two-one hundredths of 1 percent. 

Senator Rosperrson. Well, not many in the new Administration 
would permit it to happen But suppose the United States Chamber 
of Commerce gets its wish granted that we cut the spending of the 
government $20 billion, and we have a recession 2 vears from now, 
how much of the thirty -odd-billion dollars of indirect obligations on these 
mortgages would then become direct obligations of the Government? 

Mr. Fo.ey. I might discuss that from the standpoint of the FHA 
insured mortgage, and I am sure the general would want to discuss it 
from the standpoint of the veterans’ guarantee. Actually under the 
system which has been set up, and I think very wisely by the Congress, 
it would not necessarily follow that there would be any, because we 
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would come into possession of certain foreclosed properties and we 
would issue debentures rather than pay in cash. The debentures run 
for a term of three years in excess of the original term of the mortgage. 
We would manage the property, we would be able to hold it—— 

Senator Ropertrson. You are going too fast. You would hold the 
debentures. 

Mr. Fo.tey. They are issued by the FHA as against its reserves, 
built up by the collection of insurance premiums; which are very 
large now. Eventually, when those debentures become due, they 
have to be paid out of those reserves. In the meantime, however, 
because of the spread of time providgd in the act by the Congress, 
the agency will have managed the property, without necessity to 
dump it in a distressed market and could ve ry well have survived and 
ridden through the period of depression, and actually sell the property 
at no loss, or little loss. 

Senator Ropertson. I want to conclude this line of examination. 
We properly, I think, after World War II, when there was such an 
acute housing shortage, because for 5 years we practically stopped 
building, helped veterans and others to get homes, and at a time when 
the lending agencies were not in a position to finance 1,000,000,000 or 
1,.400,000,000 new starts a year. 

Now, we have done that until we have accumulated over $30 
billion of indirect obligations in their behalf. But these appraisals 
are at the highest of all time in our history, and I have heard of many 
which were appraised way beyond the actual value even in a period of 
inflation. 

We are told every time anybody discusses inflation that the trouble 
is we have got too much money. Well, | figure that we have that $30 
billion out, we have too much money—why should we enlarge our 
authority to keep up this program now when the banks and_ the 
lending agencies have more money than they ever had before. Why 
do we not turn this over to private enterprise, and then if there is a 
question of what is a fair rate of interest, they will pay what the 
money market is. 

Mr. Foury. That, of course, Senator, is another question, other 
than the interest rate question that we are talking about. I will be 
very glad to discuss any question. However, I might say that prob 
ably the largest de mand that we hear—and of course I hear a great 
many demands for the continuance and expansion of the insurance 
system, for lower down payments, for the increase of interest rates, 
and for lengthening of terms of maturity—the largest demands come 
from private-enterprise fields. 

Senator Bricker. May I ask a question, Mr. Chairman? 

The CuarrMan. Yes. 

Senator Bricker. We were discussing awhile ago the variance in 
the valuations. General Gray and you have explained to us the way 
that those differences may be arrived at. I would like you to give 
some attention to the difference in interest rate now. 

Of course, I know that Congress originally made a variable there. 
I would like to have your opinion as to whether it is justified, whether 
it ought to be continued, and what the reason is that there is a variance 
in the rate for the one class of mortgage as against the other. 

Mr. Fotey. Well, there is a rather interesting history in connection 
with that, Senator, and I may not have it exactly correct chronologic- 
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ally; but, as I recall it, at the time of enactment of the GI guaranteed- 
loan program, as a practical matter there was no differential. At that 
time the FHA operation was, if not entirely, very largely on a 4-percent 
rate, under the wartime operations, and the GI rate was enacted at 
4 percent. 

Shortly after the war—I cannot recall the vear precisely, my people 
probably can—we then were in a situation where the FHA rates had 
largely returned to 4! percent because we were operating under 
another title of the act. At that time a very considerable part, I do 
not know how much—probably Mr. King does—of the operation in 
the GI scene was under what was called section 505 (a), which was a 
combination of the FHA and the guaranteed loan of the VA, in which 
the first mortgage was on FHA insurance, and the second mortgage, 
the top part, had the Gl guaranty. In that case the veteran was 
paying the higher FHA rate on the first mortgage and getting a second 
mortgage at the 4 percent rate 

That provision was revoked by the Congress, I think in the vear 
1950. It was not, I think, until the latter part of the year 1950 that 
there actually was, in practice, a differential in rate between the two. 
There were some exceptions, but that was the case in general. So 
that the differential has come about by the developments of time, 
I think, rather than by an intent, or act of Congress at least consciously 
at the beginning, that there should be a differential. 

Now, 1n answer to your question as to whether there should be a 
differential. After making allowance for some elements that the 
Veterans’ Administration, | ams ure, think represent features of greater 
attractiveness in the guaranteed loan than in the FH A-insured loan—on 
which we have had some friendly disputes in the past—after making 
allowance for that possible argument, I personally can see no good 
substantial reason, no good economic reason for a difference in rate. 

The CHarrMan. Would you recommend that they both be made 
the same? 

Mr. Fotey. Yes; 1 can see no good economic reason for a difference. 

Senator Bricker. Now, General, will you give your opinion on this 
same matter? 

General Gray. To a large extent, it has been my thought in con- 
nection with my responsibility that 1 represent the veteran in the 
amount of money, or the cost to him of securing a home, which you 
gentlemen provided him with an opportunity to have. 

As long as we could get for him or for them a substantial number of 
loans, and 20,000 to 30,000 a month is a substantial number, it was 
my thought that we should maintain that which was current, and 
which was in effect, at the time and throughout the time of our 
existence in connection with these loans as having originally been 
established by the Congress. 

Since, to a certain extent, it is two types ot loans. and since one of 
them is a veteran, and veterans have been given preferential treat- 
ment by virtue of their service by the Conger ss, and of the type and 
character of loan, and of the desire to help the youngster get a home 
established. which is the basis of soundness of the economic life of 
America to have a home that he owns and a place to live and raise his 
family, I felt that we should proceed along those lines without too 
much jointly with anyone else operating under a different set of rules. 
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Senator Bricker. As long as the money was available at 4 percent, 
vou wanted to keep it at 4 percent? 

General Gray. That is right. 

Senator Bricker. One other question. Outside, then, of the 
consideration—we all have very deep consideration for the veterans, 
because we know they saved our country—is there any economic 
reason for it provided the same flow of money might be available for 
FHA and for GI loans? 

General Gray. I would like Mr. King to answer that, please, sir 

Mr. Kine. Senator Bricker, the contract offered to the private 
lender by the respective agencies differs radically in its terms. Com- 
petitively, and historically, the GI loan at 4 percent has held its own, 
until fairly recent date, with the FHA loan at 4% percent. 

We have written a contract with which lenders find no fault. We 
have put upon the Government many incidents of risk that are 
important to the loan in an effort to buy participation on a broad 
scale in this program. 

Senator Ropertson. Isn’t it true that the average bank or lender 
would rather have your contract, with the promise of payment in 
cash if there is default, at 4 percent than the FHA contract at 4%, 
with an | O U for 3 years when default comes? 

Mr. Kine. There is room for difference of opinion there, Senator, 
but I think the weight of the answer lies in the affirmative; yes 

Senator SpaARKMAN. Well, may I say there, to back up what you 
have said, that when we had that last round table—Senator Maybank 
will remember, about a year or more ago—you will recall | put that 
question to the representative of the Mortgage Bankers Association, 
and he admitted that the difference between the two would probably 
amount to approximately one quarter of a percent. 

Mr. Kine. That would probably be the prevalent opinion. 

General Gray. That is what 1 meant a moment ago when I said 
the attractiveness of the type and character of the veterans’ guaranty 
made the loan more attractive. That is exactly the detail, one of 
the details that justified my statement. 

Senator Bricker. Just two more questions, and then I will subside. 
You mentioned a moment ago the avoidance of obligations, and the 
manipulation between the lender and the contractor, both in the 
initiation fee and in other fees that might be available under your 
set-up. 

Have you found at any time that those practices have resulted in an 
inferior quality of construction? 

Mr. Fotey. Well, we have not found, Senator, in general—if there 
are exceptions, I am sure Mr. Greene will mention them—we have not 
found any general difficulty in connection with the enforcement of our 
permitted fee system. 

Senator Bricker. Have you had complaints in regard to con- 
tractors’ not building up to standard? 

Mr. Foury. Well, of course, out of the tremendous volume of FHA 
business that has been done, we have had instances of failure to meet 
specifications and so on, but I don’t think we have any evidence that 
would trace that to their having to sell a mortgage at a discount, o1 
one not covered by standard fees. 

Senator Bricker. That has been your experience also, General? 
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General Gray. Yes. 

Senator Bricker. One further question, and this may cause some 
trouble. 

Is there vy reason why the procedures of appraisal could not be 
standardized as between your two agencies so that there would be 
economy in meineees ion, so that there would be an equalization of 
the two programs at the local level? Could there also be a near- 
standard form of lending and guaranties that would put the two more 
nearly on a par as far as interest rates are concerned? 

General Gray. As far as 1 would care to answer or feel justified in 
giving an opinion on that specifig question, as I have said before, | 
have considered the veterans as a class to which certain preferential 
treatment had been given by the Congress in view of their service; 
and to that end, and to that extent, 1 have tried—and I believe that 
we have succeeded—to render to them a service in accordance with 
you gentlemen’s wishes and desires, as evidenced by your laws. 

Senator Bricker. Of course, that preferential treatment has become 
so much a part of our law, not only in the Federal Government but 
among the States, that it is recognized now almost as a sound principle. 

General Gray. That is right. 

Senator Bricker. But, with the veterans becoming such a major 
portion of our population and pay ing’ So much of the Costs of Govern- 
ment, | am wondering whether or not there should be a reappraisal 
of those advantages 

General Gray. That, to me, is you gentlemen's responsibility. 

Senator Bricker. We want your advice and your suggestions 

General Gray. The advice is that I would have to be, by virtue of 
my responsibilities, interested primarily in the veteran; and, on the 
general premise of our approach to the veteran’s position and prob- 
lems, I feel that a procedure along the mee we are following now Is the 
proper procedure under vour general polic 

Mr. Fotey. Would you want me to ad cas myself to that question? 

Senator Bricker. If you will, ves 

Mr. Fontey. I think, addressing myself specifically to the question 
as | understand it—nam« el) , whether or not there could not be in effect 

1 joint appraisal system—I think we have to recognize that there are 
some basic differences in 1 the law. There are two different approaches 
specified. For instance, the language with respect to what it is the 
Veterans’ Ac a is doing in making what we call an appraisal, 
they are required to find “reasonable value. 

The FHA Commissioner, under the applicable law, has the responsi- 
bility of finding a long-term appraised value. The VA “reasonable 
value”’ deals eth: the permitted price at the time of sale, as well as or 
in addition to the requirement on the FHA. 

I think the proposal would require some fundamental changes in 
the law 

Senator Bricker. As the chairman has said, should Congress take 
another look at this? There has been some complaint, of course, as 


a result of the variance. Should we not take another look at it? 
What is your thinking as to whether we could do a constructive job? 
Mr. Fouey. There is always room for study. Let me say here as 


Housing and Home Finance Administrator: as you all well know, the 
operations of the Veterans’ Administration are not under the general 
jurisdiction of our agency. We do sit together in the National 
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Housing Council, a statutory body, in an effort to arrive at the best 
coordination that we can, and I think that has been successful in many 
ways. 

The basic difference in the law are very considerable. I think 
specific provisions are much less closely prescribed in VA law than over 
the course of years has been developed in FHA. 

The FHA set-up originally was much more complete: the manuals 
of underwriting, the salaried staffs rather than fee staffs, and so on. 
The staffing question is one in which there are honest differences of 
opinion. 

I do want to say I think under those conditions that Mr. King and 
his staff under General Gray have done a remarkably good job in 
controlling the situation. I do think there is always opportunity 
and is opportunity here now for study and reappraisal at this point of 
both systems. 

I think, for instance, that the FHA system, which has been a series 
of enactments over the vears, as is quite common, to meet new prob- 
lems that arise out of new emergencies, has room now for simplification 
of the whole structure, particularly of various sections and titles. 
We have been making studies on that. 

Let me say in passing: In speaking here today, I am speaking as 
Housing and Home Finance Administrator, and to a considerable 
extent personally, and I am not, as has been my wont in appearing 
before this and other committees, able to say that I am voicing to 
you the program of the President. I am sure you understand that. 

Senator Bricker. One further question. Of course we can’t 
catch up as long as there is war, and the Korean episode continues, 
with the demand, but what is your feeling about the demand for G1] 
loans resulting from the veterans of the Second World War? Is that 
pretty well filled now? 

General Gray. | would say it is undoubtedly gradually approaching 
nearer to the saturation point, and that was the justification I had a 
moment ago, as I told you, in saying that that ought to be taken into 
consideration in determining whether loan volume should continue 
or go down, and very definitely the question of saturation point, as to 
how many of these youngsters wanted loans out of what was left that 
didn’t have them. 

Senator Bricker. We have no figures on that? 

General Gray. No, sir; 1 haven’t. We are attempting to compile 
trends and figures to indicate as to that, but when you take, as I gave 
you a moment ago, these figures that under World War II 

Senator Brickrer. That was what brought it to my mind. 

General Gray. That is exactly what I was hoping you gentlemen 
would get from what I had to say. When you realize there are 
3,136,000 out of 16 million veterans that were, shall we say, eligible, 
and that the Armed Forces today are about 4.5 million, if 1 have been 
advised correctly, the number that have been released from service 
and became veterans—you know, a man becomes a veteran the min- 
ute he is released from service, and, as a result, the Defense people 
have indicated that they proposed to release now about at 80,000 a 
month, which would be 960,000 a year, or another million, roughly. 

Senator Bricker. These benefits run to all of them? 

General Gray. These benefits go to all, but the point is the com- 
parison of the large number of eligibles, 16.5 million of World War II 
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to Korean veterans, which is so small as to those that have been 
released, compared with those released who served in World War IT, 
so there is no comparison, but we have actually made 857 loans under 
the Korean bill. 

Senator Leaman. Mr. Chairman, as a new member of this com- 
mittee, | am not too familiar with the provisions of the law. 

The CHAIRMAN. Go ahead 

Senator Leaman. Do I understand that the law requires you two 
ventlemen to fix a general rate of interest for the entire country. or 
an you fix different rates of interest in different areas of the country? 

General Gray. As far as we are concerned, the rate of interest that 
we fix and keep and maintain is uniform. 

Senator Leuman. Is that true with you, too? 

Mr. Fotry. You understand, Senator, there are certain ceilings 
fixed in the law. The top in FHA would be 6 percent. 

We do have authority to set what you might call regional or area 


rates, but we have never believed that was a practical proposition 
It 3 true that before the 1930’s there were, of course. widely varying 
rates in the private loan field. In the Southwest at that time it was 


reported as quite common to have mortgages running as high as 
12 percent in housing. 

One of the objectives of the National Housing Act clearly stated 
when it was originally passed that it was to bring about the establish- 
ment of a national mortgage market; in other words, a residential 
mortgage security that could be sold back and forth like other securl- 
ties That has been largely brought about 

If we were at this time, therefore, to say that the rate in one section 
of the country could be considerably above the permitted rate in 
another section of the country, we believe the effect of that would be 
quite promptly to produce a stringency in the other areas, because of 
the flow of funds to where the hichest yield was obtainable. 

Senator Leuman. | understand General Gray to say he had been 
processing somewhere between 25,000 or 30,000 loans a month? 

General Gray. Completing. 

Senator Leaman. We have heard today that in certain areas of 
the country because of the rate of 4 percent, or 44 percent in Federal 
Housing, it has been impossible for the veteran to get a loan. 

Have you any figures to show to what extent that is true; how 
many loans have been refused by the banks in proportion to the loans 
that are granted? Iam trying to establish whether the number that 
Mir. King talked about was a substantial number or whether it is a 
small number. 

General Gray. My approach and what I tried to indicate to you 
was that you gentlemen, recognizing—and we advising you—that 
there was no 4-percent money in certain areas, have provided us with 
the fund and have extended and made larger that fund for direct 
loans when there wasn’t 4-percent money available for the veteran in 
a particular locality. 

To that end, and that extent, then, every one of those direct loans 
made by the Veterans’ Administration from its funds has been in 
instances where 4-percent money was not available. 

Senator Leaman. But that is a limited amount. That amount 
that has been appropriated by Congress for direct loans is in limited 
amount. 
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General Gray. There is a certain fixed fund. 

Senator Lenman. | understood it was not sufficient to care for all 
the demands. 

General Gray. There have been veterans that wanted a direct loan 
that we were not in a position to give; that is correct. 

Senator LenmMan. Do | understand that those people were not able 
to get their loans through the banks at the established rate of 4 per- 
cent? 

General Gray. That is exactly the fact. 

Senator LeHMan. Have vou any figures as to how substantial that 
number has been? 

Mr. Kine. We estimate that during some periods there may have 
been as high as 15,000 or 20,000 veterans a month that were unable 
to get loans from private sources at 4 percent. However, bearing on 
the earlier phase of your question, Senator, we have no record, nor 
is there any record I know of extant as to how many veterans seek 
loans and are denied loans. 

Now, unquestionably a number of veterans come in to lending 
institutions with a very vague idea of what thev are seeking, and a 
number of veterans come to lenders , make inquiries, and it is easily 
ascertainable that from a “redit standpoint they can’t get a loan 
within the purview of the law, so there is no easy or reliable way of 
establishing statistics as to what the legitimate demand is from 
month to month, and how much of that legitimate demand remains 
unsatisfied. 

Senator Bricker. Of course, you can’t tell how many go to the 
banks, or the building and loan associations. 

General Gray. That is correct. 

The CuarrmMan. Did you just testify there are 15,000 or 20,000 
veterans each month that cannot buy a house because they cannot 
get a loan, because the lending agencies will net handle a 4-percent 
mortgage? 

Mr. Kina. Senator, I am at vour mercy, because there is nothing 
but opinions available on the subject. 

The CuarrmMan. Yes, I understand, but you thought it might 
amount to that much? 

Mr. Kina. In studies we have made, we have thought that from 
time to time, as many as 20,000 veterans a month might be shopping 
in vain for loans. 

Bear in mind, Mr. Chairman, that in some months we have guaran- 
teed almost 70,000 loans, but I don’t indicate that that is a fair reflee- 
tion of the proper level of demand. They were peak periods. 

Our best guess is that if our statistics currently reflected an effected 
demand of somewhere around 35,000 to 38,000 loans a month, there 
would be somé conviction that the legitimate demand would be taken 
care of. 

The CuarrmMan. The law gives you the right to guarantee these 
mortgages, and if the GI can’t find someone who will take his mortgage, 
that you may guarantee, then he can borrow the money direct from 
you? 

Mr. Kina. To a limited extent, Senator Capehart. 

The CHarrMan. Well, explain what you mean by “limited extent 

Mr. Kine. The Congress, back in 1950, gave the Veterans’ Ad- 
ministration $150 million to make direct loans. 
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The CHarrMaN. It is limited to the amount of money that you have, 
is that it? 

Mr. Kina. Yes, sir, and they added $125 million, for practical 
purposes. 

The CuarrMan. Is that fund completely exhausted at the moment? 

Mr. Kina. No, sir, it is not completely exhausted, because we 
haven’t got our final allocations. 

The CHairnMan. What do you mean? 

Mr. Kine. We got a new allocation for the quarter beginning 
January 1, 1953. 

The CHArrRMAN. Were you slow getting it? 

Mr. Kina. No, sir, it is a quarterly allocation. 

The CHarrMaAN. Let me ask this question. You just testified that 
FHA losses were 0.2 percent 

Mr. Greene. Two one-hundredths. I would like to add to that, 
if you take all of our insurance operation together, it is a quarter of 1 
percent. If we are talking about the home mortgages, it is two 
one-hundredths. 

The CuHarrMan. Is that a total loss, or is that the amount you have 
repossessed? 

Mr. Greene. That is total loss, out of our reserves. 

The CHarrMan. Lost, like you would throw it out the window? 

Mr. Greene. That is right. 

General Gray. Six-tenths of 1 percent of the loans in default, but 
that is not loss to the Government. In other words, the figures being 
quote “d id us two are not comparable. 

The CHarrMaAN. Yours is repossessions, of which you recover X 
amount. 

General Gray. Yes, sir. I indicated to you that the credit of the 
veteran is indicated by less than six-tenths of 1 percent of the loans 
being in default. 

The CHarrMan. That means you might well repossess the six- 
tenths of 1 percent, and maybe resell it at 80 percent, so your loss would 
be very small. 

General Gray. That is right. 

The CuarrMan. Do we understand that you gentlemen are recom- 
mending that the VA loans remain at 4 percent, and the FHA at 44? 

Mr. Fouey. I am not making such a recommendation; no, sir. I 
referred earlier to the fact that the Veterans’ Administration operation 
is not under the jurisdiction of the Housing and Home Finance Agency 
of which I am Administrator. The Administrator of the Housing and 
Home Finance Agency must, of course, have a lively interest in the 
question of whether there is a sufficient flow of funds for GI loans, as 
well as for any other part of the housing field, since he has so many 
general responsibilities in the field, and also because he has one very 
specific one, which is a responsibility for the operation of the Fede ral 
National Mortgage Association. You know the history of that, and 
you know the efforts that have been made, and are constantly being 
voiced that the Federal National Mortgage Association should be on a 
stand-by, revolving basis. That is exactly what we have tried to 
accomplish, since it was turned over to us by the RFC 

However, we presently have a portfolio of some $2.2 billion worth of 
mortgages, of which —and correct me if [am wrong, Mr. Baughman— 
about 85 percent are GI-V A-guaranteed mortgages, and the remainder 
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are FHA, very generally the FHA cases being defense and military 
housing. 

The current offerings over the counter to the Federal National 
Mortgage Association are very large, of the GI-VA-guaranteed 
mortgages as distinguished from FHA. 

Interestingly enough, however, even that large holding represents a 
small percentage, of course, of the loans that have been guaranteed by 
the Veterans’ Administration. 

In the fiscal year 1952, the FNMA portfolio represented 3.6 percent 
of the combined total of outstanding obligation, insured or guaranteed, 
3.6 percent, rather, of the total residential mortgage indebtedness of 
the country, 8.4 percent of the combined FHA and VA, but 2.1 
percent of the FHA-insured as against 12.8 percent of the VA- 
guaranteed. That would indicate that there is a greater demand on 
the Government-financed secondary market to furnish what amounts 
almost to primary flow of funds in that field than there is in the 4% 
percent field. 

Senator Bricker. What about the market at the present time? 
Are you selling any of them now? 

Mr. Foury. We are selling some mortgages. We are continuing, 
and have maintained from the time we took this over 2 years ago a 
steady sales effort, pretty well organized throughout the country. 

Before the freeze-up of funds, a year and a half ago, or nearly two, 
the sales were beginning to be very substantial as compared to the 
purchases. The situation reversed, of course, and the sales fell to 
practically nothing. 

We have been selling in recent months something that might 
average out 2% to 3 millions of dollars a week. 

The CHatrMan. Are you making a profit on that operation? 

Mr. Fotry. We buy at par, Senator, and sell at par or slightly 
above. I think we are getting some premiums. 

Now, what I meant to point out was this. Assume that the claims 
in the private field are true, that in large degree, at least, there is no 
secondary private market for VA-guaranteed mortgages at the 
present yield, and they must have an outlet, or the program would 
successively break down; if you assume those claims made by private 
industry sources to be true then you have to consider the alternative 
as to whether you are going to provide the funds either through a 
publicly financed secondary market, such as FNMA, or through an 
increased direct loan program, or face the alternative of a forced 
diminution of the program. 

Senator Bricker. We explored the idea a year or two ago of the 
possibility of private funds for a secondary market. There is no 
more encouragement now than there was then. 

Mr. Fo.tey. Something in the nature of a discount bank. There 
continues to be discussion on those subjects, but up to now I have 
seen no positive proposals. 

The CuarrmMan. Do you have any records to indicate what per- 
centage, or what volume, of both the VA and FHA mortgages are 
being sold at a discount? Meaning that the builder or the owner 
is taking a loss, or he is adding to, or increasing the selling price of 
the property; he is hiding it someplace in there, but selling them at a 
discount in order, of course, to make them yield a larger interest rate? 
Is there much of that; are you concerned about it? 
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Mr. Fotey. Yes, we are concerned about the reported situation in 
the VA program, but have no statistics, and I think Mr. King has 
made clear that they have none on that particular subject but have 
only hearsay reports 

We have the same sort of thing. We make fairly careful surveys. 
We constantly keep the interest rate under scrutiny. Our surveys 
indicate, as I said earlier, that only in a few areas is there a sale of 
FHA-insured mortgages at discount, and that discount is probably, 
except in the most exceptional cases, not more than one point. 

There are some areas in which they are still selling at a premium, 
but you would find it is not more than a one-point premium. 

That range is a desirable range to maintain, one which can be 
covered on the down side by a small permitted fee, which we presently 
do permit. 

We have nothing more on the other side of that subject than Mr. 
King and Administrator Gray do have, which is a lot of claims that 
the mortgages are selling at discounts ranging, we have been told, 
to as much as five points 

Now, it is not within my official field, but I have it from individuals 
engaged in the mortgage business who have told me they have just 
sold such and such a bloc at discounts ranging in some cases, but 
more rare now, to as much as five pots. 

The CHairnman. Well, do you think this matter is serious enough 
that we might well invite certain bankers and others that deal in 
these mortgages to present their side of the question? 

Mr. Fotny. If you are addressing that question to me, Senator, 
first let me say that I believe that most of the complaint that we hear 
vocally—and probably because it is the most organized and articulate 
group has to do with new production in the project housing field. 
Wouldn’t you say that was the case, General? 

General Gray. Yes. 

Mr. Foutny. As distinguished from the individual house, for the 
individual, or the sale of existing houses. 

I think we tend, too often, to overlook the fact that a very large 
part of the VA business, and the FHA business, is on what we call 
existing houses, houses not newly built. Those existing house mort- 
gages very likely are in large part made by lenders to be placed in 
their own portfolio and kept there, and I think we would probably 
find, if we could get all the facts, that the smaller institutions around 
the country are making a good many of that type of mortgages for 
their individual customers. It is the project mortgage, where the 
builder is trying to get his financing arranged in advance to go through 
with 100, 200, or what have you, houses, who is having the most 
difficulty according to the popular report. 

| would say certainly with the amount of claim that there is that the 
situation is unhealthy, that the committee of the Senate might well 
want to get at first hand from the lenders what their position is. 

The CuarrMan. Well, what relationship, if any, does the rate on 
prime corporate bonds and long- and short-term Governments and 
municipal bonds—has there been a narrowing there? For example, 
take the Federal Reserve rediscount. Has that had a tendency to 
slow the business up any? 

General Gray. It would appear to me, with all candor, Mr. Chair- 
man, that the general picture as to the availability of money has got to 
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be taken into consideration in connection with the so-called imterest 
rate applicable for these veterans’ loans. 

In other words, I don’t see how you could get away from the fact 
that we are just a part, this mortgage business we are engaged in is just 
a part of the general economy of the Nation. 

The CHArrMAN. You are just a small part of the billions of dollars 
of business going on each day. 

General Gray. I don’t see how you can differentiate or remove us 
from the whole, or have the whole not recognize us. 

Senator Ropertson. Mr. Chairman, in connection with your sug- 
gestion that we may want to invite others here to discuss a higher 
rate of interest, I assume to stimulate more building, it was reported 
to me this week that a careful survey of the Hampton Roads area, 
which is listed as a critical defense area, and under rent control, shows 
a thousand vacancies. I know it to be a fact that a number of houses 
in and around the city of Richmond, our capital city, are not moving. 

Now, if we are going to break this program down tn the absence of 
a secondary market, does he mean the program of 1,000,000, 1,200,000, 
or 1,300,000 which is the highest in the Nation, or what kind of pro- 
gram is it we are going to break down if we don’t increase the loan 
authority, and increase the interest rate, and put a lot of steam behind 
getting people to build more houses? 

The CHarrMAN. Did you say a hundred or a thousand houses? 

Senator Ropertson. | don’t claim a thousand houses, a thousand 
vacancies in the Hampton Roads area. 

The CaarrmMan. That they are unable to sell? 

Senator Roperrson. No; they are not filled. 

The CHarrMan. Is that because of the interest rate, or due to some 
other reason? 

Senator Ropertson. No; they want to get out from under control 

Senator SPARKMAN. This was a rental survey? 

Senator Rosertrson. That is right, rent control, and they want to 
get out from under control. They claim they were controlled because 
they were critical, and now they say the critical part is they don’t have 
enough tenants. 

The CHarrmMan. There is no relationship between that and interest 
rates, though. 

Senator Ropertson. Yes, sir; there certainly is, in this respect. I 
want to know what is our goal; are we going to try to build 1,300,000, 
or how many houses are we going to try to build? 

We have been building more than ever in the history of the Nation. 
We are in debt over $30 billion on it, indirectly. 

The CuarrMan. If it isagreeable with the committee, we have a man 
available here, on our staff. I would like to send him down to Hamp- 
ton Roads to check that situation down there. Is there any objection 
to that? 

Senator Ropertson. He went down and checked it last year, I think 
it would be a good thing to go down and check it again. 1 would 
really like to know. 

The CuarrMan. I would too, and if there is no objection, we will 
send the gentleman down there. 

Senator Rosertson. J will have to leave shortly, but before I do, 
may I make this comment. I see you have a list of witnesses, includ- 
ing a representative of the Secretary of the Treasury. 
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The CuarrMan. Mr. Burgess is here. 

Senator Rospertson. I want to say that we are pleased to have 
Mr. Randolph Burgess here as a witness. I am sorry I cannot stay 
until he testifies. 1 heard at lunch that Mr. Wilson had made enough 
sacrifice to serve the Government to pay the salaries of all Senators 
for a year. I do not know how many Senators’ salaries Mr. Burgess 
gave up, but he gave up his job with the National City Bank, probably 
paying a little more than I get. In any event, we are happy to have 
him with us. 

The CuarrMan. Mr. Burgess is here just as an observer, but if he 
wishes to testify, we will certainly be glad to have him do so. 

Senator Roperrson. I did not want to force him to testify. I 
guess he will want to feel his way around, first. 

Mr. Fotny. May I state, Senator Robertson, when I was referring 
to the possible diminution of the program, I was not referring to the 
program of 1 million, or any other number of houses, but rather to the 
program Congress had provided for taking care of the veterans. 

The CHarrRMAN. Since Senator Robertson has to leave, I was hopeful 
that we might be able to dispose of this Senate Joint Resolution 27, 
increasing title I from 1,250,000,000 to 1,750,000,000 before we re- 
cessed here today. Do you have any thoughts on that, or do you 
want to hold hearings on it? 

Senator Rospertrson. Yes, to continue that program. 

The CuarrMan. Do we have your proxy on it? 

Senator Ropertson. Yes. 

The CHarrMaNn. You will give your proxy to Senator Sparkman. 

Senator Roperrson. I will give it to you. I have got to leave to 
keep an engagement for Lincoln’s Birthday. 

Senator SpaRKMAN. Following up the question that Senator Robert- 
son touched on in his comment—and this is something that has been 
running through my mind—we have averaged about 1,200,000 units a 
year for the last several years. 

Mr. Fouery. I do not think it has averaged that high, Senator. 

Senator SpARKMAN. It has been above a million, has it not? 

Mr. Fouey. 1,100,000; 1,074,000; 1,020,000; and in 1950, 1,052,000. 

Senator SpARKMAN. Is that not just about as many as we ought to 
have, a year? 

Mr. Fouery. Senator, I think, yes, speaking generally. There are a 
lot of factors that we might go into at great length. You will recall, 
of course, in the defense emergency it was believed to be necessary to 
restrict, or attempt to restrict the starts. 

Senator SpARKMAN. We started out last year at 800,000. 

Mr. Foury. I think the industry generally takes the position that 
production of around 1 million houses a year would be a production 
that would keep them in full operation, and a production that prob- 
ably the current economic situation requires to maintain the status. 

We have had various estimates and judgments with respect to the 
current calendar year, ranging from 950,000 to 1,050,000 in our studies 
of the flow of funds. 

Senator SpARKMAN. The number we could use and still withstand 
the inflationary pressures? 

Mr. Fotxy. Provided you get a proper distributior, not only geo- 
graphically, but also in types of need. 
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Senator SpaRKMAN. Now, this question comes to my mind: If we 
are already building the number that we need, what is the real demand 
for an increase in the interest rate which would simply produce more? 

Mr. Fotry. Well, the question still remains as to whether—and 
this is a concern of the private builders—whether we are getting the 
proper distribution. They are maintaining if the present situation 
continues they will not be able to finance that number. 

Senator SpARKMAN. Yet the figures of the Veterans’ Administra- 
tion show a steady increase, month by month, in the number of GI 
loans. 

Mr. Fouiry. That is true; and I think the unfortunate situation we 
are confronted with, in trying to arrive at sound judgment in this 
matter, is that we do not have reliable statistics as to what percentage 
of that business is being done at a considerable discount, because if it is 
being done to a large extent on a very considerable discount, it cannot, 
in my opinion, fail to have a train of abuses following it. 

Senator SPARKMAN. Now, in this sale, you told us something about 
the sales of FNMA. Did you say it was something like 2 million a 
week? 

Mr. Fotrey. Mr. Baughman can give more precise figures. 

Mr. BauGuman. It has been running about 3 to 4 million a month. 
We have sold 14 million in December, and we expect to sell about 11 
million this month. That is partly FHA and partly VA. 

Senator SpARKMAN. Now, that is on a revolving fund basis, is it 
not? That money goes back into FNMA for use, and the GI loans 
are the same way since we amended the act. 

Mr. Kina. In the direct loan; yes, sir. 

Senator SpARKMAN. Last vear we restricted you to $25 million a 
quarter for five quarters, which made $125,000,000 additional. 

Mr. Kina. Yes, less that dollar amount received by VA from the 
sale of direct loans during the previous quarter. 

The CuatrmMan. How much profit did you make last year on 
FNMA? 

Mr. BavuGHMAN. $28,500,000. 

Mr. Foury. We are just staggering along, Senator. 

Senator SPARKMAN. Is the sale of GI loans, the direct loans—are 
they moving? 

Mr. Kine. No, Senator Sparkman, they are moving very poorly. 
We have tried quite assiduously, without incurring any expense in 
that connection, to move these loans, and over the last year or more 
we have only moved about 8 million. We are still hoping. 

Senator SpARKMAN. About how much have you loaned out? 

Mr. Kine. On a direct loan basis, $238 million, cumulative, to date. 

Senator SPARKMAN. To what extent do you use that $25 million per 
quarter? 

Mr. Kina. We use practically all of it, Senator, and, as you know, 
we restrict its use to rural areas. 

I think it is correct to say that there are not any urban areas with a 
population of over 50,000 people that are eligible for direct loans, 
despite the fact we, as I said before, have made about 2,600 out of the 
3,100 counties in the United States eligible for these loans. It is 
strictly a rural program. 

Senator Bricker. That allocation is administrative. 
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Mr. Kina. Yes, sir 

Senator SPARKMAN. Mr. Foley, vou have some 4-percent. loans, do 
vou not? 

Mr. Foury. Yes, the section 21 is a 4-percent ceiling, and the large 
project mortgages, as I said earlier, are 4 percent. There, of course, 
you have a quite different situation as to attractiveness of yield, be- 
cause you have a million-dollar mortgage servicing account, for 
instance. 

Senator SPARKMAN. Sometimes we lose sight of the fact that a great 
part of the FHA program is on a 4-percent basis. 

Mr. Fotey. And, of course, at one period of the operation, I think 
immediately following the war, when title VI was reenacted in the 
veterans emergency housing program, section 603 had a ceiling of 
4 percent fixed by the law 

Senator SPARKMAN. That is all, Mr. Chairman. 

Senator Payne. I wonder if I might ask, as I was interested in the 
in the chairman’s comment, in the remarks that _ made earlier, with 
reference to any effect that either General Gray or Mr. Foley might 
be able to determine as a result of the increased r: shai established by the 
Federal Reserve, whether or not that will have any effect upon the 
private institutions, tightening any further any obstacle that you may 
have run into on the veteran, or in other instances, of being able to 
get the loan. 

General Gray. I do not think there is any doubt, sir, if I under- 
stand your question, that if, say, the going rate of interest is approved 
at a higher rate, or fixed at a higher rate, that it would fail not to have 
some effect upon us 

Senator Payne. But as of this moment you, of course, have not 
been able to determine that because it has only gone into effect recently, 

General Gray. That is correct. 

Senator Payne. But you might anticipate a tightening as a result 
of it? 

General Gray. I think it is a natural sequence. In other words, 
here are a lot of things, and if vou raise certain parts of them, it is 
going to cause a demand for raising them all. 

Senator Payne. I think that ties back to the question that the 
chairman indicated in the first instance, whether or not the program 
is going to bog down, or there is any indication that it might, or 
whether it could be helped by stepping up the interest rate. 

General Gray. I think, if you asked me, and I think you are asking 
me, although you may not have done it in a direct question, the 
chairman indicated something a minute ago that I wanted to comment 
on, and that was whether or not it would have a stabilizing effect if 
the Congress did something definite, and I say, ‘‘Yes.”’ 

The CuHarrMan., | am of the opinion, and I may well be wrong, that 
the situation is so serious in the country today, there are so many 
people handling money, and builders holding back at the moment to 
know what is going to happen, that we ought to do something about 
it. I think between this group, yourse ‘Ives, and possibly the Admin- 
istration—that is why I invited Mr. Burgess, and, of course, the House 
has a say on these matters as well as we in the Senate, that we ought 
to come to some decision and tell the country what the policy is. 
Then they can proceed in an orderly way 
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As it is, at the moment, I have reason to believe that the people | 
have talked to in Indiana are not buying the mortgages for the reason 
that they think the interest rate is going up. 

General Gray. I think there is no doubt in the world about that, 
and there was a very definite salutary effect of my announcement in 
Los Angeles a few years ago that we were not going to raise the VA 
loan rate. 

Senator LEHMAN. You say it would stabilize the market if Congress 
passed a law directing an increase in the rates. Would it not stabilize 
the market, possibly, if Congress passed a resolution requiring the 
rate to be maintained at 4 percent? In other words, is it not the 
uncertainty that is making the instability? 

General Gray. Certainly it is the instability that is having an 
adverse effect, and the declaration of exact facts and procedures, as to 
whether the Congress will stabilize the thing, it will cause a lot of our 
troubles now to disappear. 

Senator Lenman. Mr. King has testified that this money that is 
provided for the direct loans is limited to the rural areas. 

General Gray. That is in accord with your action on it. 

Senator LenmMan. | was going to ask whether that limitation was 
imposed by law, or merely because in the urban centers it is not 
difficult to get loans at 4 percent. 

General Gray. Fundamentally this fund was provided for the 
opportunity for a veteran in an area where that money was not 
available to be able to get it, and to that end, and that extent, feeling 
the will and wishes of Congress, we have restricted to the rural situa- 
tion the finding of those zones where that money is not available and 
for a veteran to be able to secure it. 

The CuarrMan. It was suggested that they follow that procedure, 
a vear or 2 years ago. 

Senator Bricker. May I ask another question: Do you think the 
rediscount rate exchange will have the immediate or real impact upon 
mortgage money that it will have upon commercial money? 

Mr. Burcess. No, sir, I do not think it would have any substantial 
direct effect, it might have a little psychological effect. It is really an 
adjustment to a state of affairs already existing in the market. 

Senator Lenman. Is there anything to indicate from your record, 
or your experience, the experience of Mr. Burgess, that there is any 
serious difficulty in getting loans at 4 percent in the urban centers? 

General Gray. Were you talking to Mr. Burgess? It is a question 
of proportions again, I say. We are getting this number of loans, the 
money for this number of loans which we are guaranteeing, and the 
volume of it does not seem to indicate to us, or cause us to feel that we 
were not fulfilling the desires and obligations of our responsibility 
incident to maintaining that and maintaining an interest rate of 4 
percent for the veterans. 

Now, Mr. King might want to say something on that. 

The CuarrMan. I assume there are some fringe cases where that is 
not true in the sparsely settled sections of the country. 

General Gray. That you have taken into account when you recog- 
nize and provided us with this fund for direct loans, and we have tried 
to fulfill what we felt was not only your wishes, but the proper con- 
ception of the thing, that those moneys ought to be allocated in areas 
that are definitely rural where that money is not available. 
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The CuarrMaNn. We passed that law giving you the right to loan 
direct because we knew that there would be certain sparsely populated 
sections where there were few banks and little money where they 
would not be able to borrow at 4 percent, or even at any interest rate. 
Therefore we said, you go ahead and make direct loans under those 
circumstances, and you have done that. 

General Gray. We have done that. 

The CaarrMan. But a GI, if he cannot get a loan, can come to you 
and get it. Should we make that available for the entire United 
States? . 

General Gray. No; 1 do not think so, personally. — I think you have 
got to recognize economic conditions, and the difference between 
urban and rural and concentrations of money against sparse money. 

Senator SpaRKMAN. May I suggest, there is one other condition , s 
there, and that the GI has to be a good credit risk. 

General Gray. Oh, yes, there is no question about that. 

Senator Bricker. These are not hunderd percent loans, either. 

General Gray. No, although many have been made on that basis; 
but the guaranty may not exceed a certain amount. 

The CHarrMan. General Gray, you are recommending that we 
keep the rate at 4 percent? 

General Gray. I am recommending that according to the experience 
of the Veterans’ Administration, and the volume of business, I have 
found in my responsibilities nothing to justify me in raising the rate, 
but I do recommend, for a definite recommendation to you gentlemen, 
that the whole question be resolved by your judicial judgment and 
legislative judgment, and something definite be given which will 
settle the troubled waters. 

The Cuarrman. Mr. Foley, you recommend that the FHA rate 
remain at 44% percent? 

Mr. Fotey. Yes. As I stated earlier, Senator, we presently believe 
the rate is nicely adjusted. We certainly feel it would be a serious 
mistake, however, for Congress to take the position that the rate must 
remain there, because we believe with changing situations, we should 
follow the philosophy we have always followed. 

The Cuarrman. I will not pass judgment on whether you are right 
or wrong, but I want to congratulate you on the position you are ’ 
taking. The natural assumption might well be you want to increase 
the interest rate in order to make your job more easy. 

Mr. Fotry. Not necessarily to make the job more easy, but it 
may be more easy for someone in the future other than myself. ' 

The CuarrMan. You have not received your papers yet, you may 
may be around a long time. 

Mr. Foury. I am sure the Senators know the spirit in which I 
say that. But rather, I believe, essentially the rate should be, within 
reasonable bounds, a rate which produces the flow of funds in ade- 
quate amount in mortgages that have a market at par value. Other- 
wise you are going to have, one, situations in which the necessary 
housing need cannot be met; or, two, further pressures for the provi- 
sion of public funds to provide a secondary public market which in 
essence becomes very close to a primary one. 

The CuarrMan. One of a few things happen. You will just not 
get the houses built if there is not money available at 4% percent, or 
they will sell the mortgages at a discount. 
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Mr. Fo.ey. Which we do not permit to be charged to the borrower. 
We require certification that there has been no discount or fees charged 
to the borrower beyond those we permit. 

The CHarRMAN. There are ways of getting around that. 

Mr. Founy. Of course, we can be deceived, and I would not be 
surprised if once or twice we may have been. 

Senator Bennerr. Is there provision in the law so that these 
administrators can increase the interest rate without reference, at 
the present time 

The CHarrMAN. The law at the moment gives the VA the right 
to increase the interest rate to 4% percent, with the consent of the 
Secretary of the Treasury. The law gives FHA the right to increase 
the interest rate to 5 percent, and in some instances 6 percent. I 
have stated that correctly? 

Mr. Fo.ny. That is correct. 

Mr. Firzparrick. There is one matter there which I think tends 
to be overlooked. It is perfectly true that under the FHA Act there 
is that flexibility as to interest rates, and there is no practical limitation 
on the discretionary exercise of the authority given the Commissioner. 
However, so far as the veterans’ loan program is concerned, when the 
Congress passed the direct loan program, while the VA at that time 
had the right to go to 4% percent, Congress consistently said that a 
veteran who cannot get a loan at 4 percent, may get one at 4 percent 
under the direct loan program. 

Now, as a practical matter, that makes it almost impossible for an 
Administrator, having had such a directive from the Congress, to 
change that rate, and, as a practical matter, were he to do so, all loans 
would then flow the direct route. 

The CHarrMAN. Well, yes; the Congress itself has been inconsistent 
in that in these direct loans Congress set the rate at 4 percent. 

Mr. Fotry. May I add to that? I remember the history of that 
enactment. 

The CuHarrMan. We have been showing some inconsistency our- 
selves here. 

Mr. Foury. I might add in further emphasis on Mr. Fitzpatrick’s 
point that in the discussions, when the direct loan bill was up, we, as I 
recall, testified only briefly, and did testify it was not in accord with 
the program of the President. The suggestion was made in view of 
the possibility of this very type of problem arising in the future that 
instead of setting a limit of 4 percent interest in the direct loans, the 
language of the bill be made to read that a veteran who could not get 
a loan at whatever might be the authorized prevailing rate could get 
it direct. That would have left the Administrator with the flexibility. 
The Congress passed it with the 4 percent limitation, which it would 
seem to me, were I Administrator Gray, did fix clearly the necessity 
of coming back to Congress before he took action. 

The CrairMan. What you are saying to us, then, is that you are 
going to keep the rate as it is unless the Congress, or this committee, 
or the House committee, or both, indicate that we suggest that you 
raise it? 

General Gray. I will answer ‘‘Yes,” for myself. 

Mr. Foury. As for us, what I would like to say to you is that we 
will continue to follow the policy we have always followed, which is to 
try to keep the rate effective, and in the event of there appearing 
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to be a necessary change, we would have, as we always have had, 
consultation within the Government with respect to other fiscal 
policies. It is not required that we get an approval, but we have 
always followed the policy of studying what effect such an action 
might have elsewhere in the Government on fiscal situations. 

Senator SPARKMAN. On this direct loan, Mr. Fitzpatrick, you said 
the law read if a veteran could not get a loan otherwise at 4 percent 
does it put the 4 percent in at that point? 

Mr. Firzparrick. | believe so, Senator. 

Mr. Kina. Yes 

General Gray. Yes, it does. It is the pattern, there is no question 
in the world about it. 

Senator SpaRKMAN. I was the author of the bill, and I knew I 
said if they could not get a loan under the regular program, then they 
would be entitled to a direct loan at 4 percent, but I did not remember 
we put it in the first phrase. 

Mr. Firzparrick. At that time the rate was at 4 percent, although 
the flexibility was there, and the volume of the program was rather 
high 

Senator SPARKMAN. That is correct. I remember it was 4 percent 
at the time. I introduced the original bill, if you remember, and 
later L introduced the amendment that made it a revolving fund. 

Now, let me ask you this question: The veterans’ organizations 
every time this question has come up about changing the rate of the 
GI loans, the veterans’ organizations’ representatives have made this 
argument to us—and I want to ask you if there is any substance in it 
that when we originally passed the GIL bill of rights, we said to all of 
them if vou meet certain requirements, you are entitled to a loan 
with which to build a house. At that time the rate of interest started 
off with 4 percent, and ever sinee that the Veterans’ Administration 
has tried to apply the brakes, all of us have tried to apply the brakes, 
and said ‘‘Don’t be in a rush about coming in to apply for these bene- 
fits, they are good until 1957, or whatever the time is.’”’ They have 
made that argument to us many times 

Therefore, they say if we change the rate of interest now, we are 
penalizing those veterans who followed our own advice and waited 
about coming in for their loan, and we are not treating all of them 
alike 

I would like for you to comment on that, if you will, General Gray. 

General Gray. There are a great many instances, Mr. Senator, 
where veterans have not applied for benefits which are there, and 
there are many reasons why they have not. 

There are a lot of veterans, for instances, that may not have applied 
for a home because they have not found the girl to make the home 
with. There are a million reasons why different conditions exist. 
You take 16,500,000 people, and there is a lot of difference between 
them. 

On the other hand, there are some who feel that they have nothing 
coming from the Government, and there is a definite desire not to 
ask for it, or secure it. It is not large, but it is definitely there. In 
other words, they feel they have got everything that they need. 

Now, on the other hand, the question of establishing a home and a 
family, in many instances they have been of the nature, psychological 
nature, that they wanted to get a good job before they tried to start 
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a home, and so forth. There are a lot of reasons, but I do not antici- 
pate a large degree of the belief that they have been influenced not to 
by virtue of the date, and that that date having been fixed, the wipe- 
out of that date, or the discontinuance of it after that date, or the 
fixing of a date afterward has any particular bearing on their action. 
I do not believe that that is a material factor. 

Senator SPARKMAN. That argument has been presented every time 
it has been before us. 

General Gray. I know; it has to me, too, but I just do not believe 
it. I think it is a natural situation, and that it comes as it comes, 
under natural influences. 

The CuarrmMan. Mr. Burgess, do you have any comments you care 
to make? 

Mr. Buraess. I think I should prefer to stay largely as an observer. 

The CuarrMan. That is the basis on which vou were invited. 

Mr. Burcess. The Treasury comes into this picture when it is 
asked to approve or disapprove a proposal by the Veterans’ Adminis- 
tration. I think there are two points, perhaps, that a representative 
of the Treasury would be derelict if he did not state, as he is supposed 
to be the watchdog of the Treasury. 

One is that the subject that we are discussing here does have a 
bearing on the budget. The more this program can carry itself, and 
the less reliance placed on direct loans, or on IN MA, will be one 
factor in bringing nearer or further away the day when the budget 
can be balanced, and when taxes can be reduced. 

The other thing I think that one can say is that as we observe 
the money situation there has been a very substantial change in the 
past vear and a half, and particularly in the past half-year, so that 
money rates as a whole are substantially higher than they were 3 
vears ago. 

Mr. Fouey. I think Mr. Fitzpatrick has a comment. 

Mr. Frrzparrick. Senator Capehart, I think one thing has come 
out of the conversation that has occurred here, which perhaps has 
been a little obscured and I think it is quite material to the question 
which is in your minds. The testimony has shown that the volume 
of VA loans, by and large, is holding up fairly well. The indications 
are that part of that is portfolio lending, and that much of that could 
be at 4 percent. Some of it, no doubt, is for sale to FNMA. 

The real question, it seems to me, centers on one matter which 
evervone admits at this point that we have heard on hearsay, but no 
one has proof. It is simply this—if a very substantial part of that 
volume at 4 percent is under some arrangement whereby deposits are 
made by the builder with the originating lender in order to protect 
against subsequent sales by that lender at substantial discounts, and 
those charges are being passed on to the veteran, then the veteran 
is not, in fact, getting a 4 percent loan, and he may well be getting a 
much higher interest rate than he ever thought he was obtaining. 

If it is a fact there are substantial sales of that nature, and that such 
arrangements, in large measure, are responsible for the present volume 
of VA loans, then we have a problem that needs looking at. 

As I say, the indications are that there are many reports of that, 
but no one here, as far as I know, is able to pin it down as fact that 
there is any substantial volume of such sales actually taking place. 
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The CHarrMan. You gentlemen have been very enthusiastically 
administering, and I think efficiently administering this law. We 
have certainly built and financed a lot of houses in the United States 
over the past half-dozen years. You ought to know more about what 
is needed than we, because you deal each day with the facts, you see 
these records each day, you see the mortgages coming in, you have the 
statistics. We do not have them. 

My observation is—it is not an observation, it is a fact—that you 
gentlemen recommend keeping these interest rates just as they are, and 
it is your responsibility, primarily, of course, to see that this whole 
program is followed out. 

You want to leave them just as they are, and yet we get complaints 
from the field, from those dealing in these securities, and the builders 
that they are having trouble financing and disposing of their mort- 
gages, and if it continues, it may well cut down the number of new 
housing starts. 

[ do not think this committee has any facts other than letters, and 
conversations with people by telephone, and in person, on the subject. 

General Gray. That was one of the reasons, Mr. Chairman, why 
I used the word ‘formal’? a moment ago. I am in exactly the same 
position that you say your committee is. You have individual 
instances coming to you by conversation, and coming to you by 
letter, but there has been no formal fact that volume established by 
any reputable agency that indicates something factual. 

The CHarrmMan. Mr. MacMurray is the expert on this staff on 
housing; he has been living with it now for many years. You were 
both at the convention of the National Association of Home Builders, 
Mr. Foley and Mr. King. What did you learn out there? 

Mr. Fo.iry. With reference to the statement in summary you 
just made, Senator, I want to make clear, first, I am not saying that 
the FHA 4% percent rate may not need to be changed. Neither am 
I saying that I do not think the VA 4-percent rate should be changed, 
since it is not within our jurisdiction and we do not have the statistics 
on that that we do have on our own operation. I do think the VA 
4-percent rate needs to be studied particularly against this unknown 
quantity of discount selling that is taking place. 

Now, as to the situation at the builders’ convention, which was a 
tremendously large and enthusiastic one, the position among the 
builders there I think could be described as very generally stating 
that they are not able to get financing for project house building in 
the GI operation without some discount arrangement. 

The CuarrMan. That was quite unanimous? 

Mr. Fotry. That was the common talk throughout the convention; 
Mr. MacMurray probably heard it the same as I. 

I think, however, that you need, and we would all need something 
more definite by way of actual record, and I would think the best 
way to obtain that is from lenders—what they are actually doing. 

As a matter of fact, Mr. King will well recall, the counsel—I do not 
think there was anything confidential about this—the counsel for the 
builders association took the position that many builders might be 
endangering themselves by the kind of discount arrangements that 
they were entering into, as to whether they would not find themselves 
in violation of the law, so it is that much a serious question in the 
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mind of the builders who were at the convention. They are entering 
into urangements, appare ‘ntly, for making discount deposits. 

The Cuarrman. Beyond the 2% points you allow. 

Mr. Foxry. Possibly beyond the fees allowed by the VA, Senator. 
They are not FHA cases. 

Senator Bennervt. Is the condition those builders describe one that 
could be cured, in their opinion, by an increase of a quarter percent in 
that interest rate? 

Mr. Fouiry. I do not know, Senator, whether they would agree to 
the full efficacy of a quarter-point rise, but mathematically it seems to 
figure out with reference to other comparable yields at this time that 
it would solve much of their problem. They would, of course, be 
much happier, and I am sure the lenders would be, with 4% percent. 

Senator Bennetr. Do any of them plead with you in your 
authority? 

Mr. Fotey. Not with me as to the GI rate, because they know I 
have no authority. 

Mr. Kine. I think they have given up on me, Senator, but anyway 
I think sufficient stress here has not been put on a point in this problem 
into which your question leads, and that is whether these builders 
think 44% or 4% percent will do. 

What they think in that regard, Senator, as I am sure you realize, 
depends largely on where they are from. 

Now, I think I touched on the fact that money is relatively plentiful 
in the Northeast. The facts are these, Senator: 

A builder in Massachusetts can get construction money and a take- 
out on a GI loan at par, and that construction money might cost him 
as little as 34 percent on disbursements, and his GI loan does not cost 
him anything. In other words, the bank will finance him under the 
GI loan. Now, that reflects actual Massachusetts cases, currently. 

In New York, many a New York builder can get money at 4\4 per- 
cent, paying no other fee or premium of any kind. Even where the 
Government allows 2% to be paid directly, he is not required to pay 
any. He just pays 4% percent simple interest on disbursements 
during construction. 

Now, as you go West and South, you would not want to, if you were 
a builder, it gets awfully bad, and they have to enter into a variety of 
arrangements—which are not illegal as the VA sees it. True enough, 
some people suspect that in their ignorance of what may or may not 
be legal, they are entering into illegal arrangements. We do not 
know that to be the fact. But, for example, they can legally arrange 
with an insurance company in New York for a stand-by arrangement 
on the future sale of future GI originations coming out of the units 
these builders propose to produce. Now, there is nothing that I see 
on the horizon that supplies anything in the way of improving that 
distribution pattern. When GI loans were generally available 
throughout the country, the Congress got so electrified by the fact that 
California builders were being charged as much as a 10 percent fee 
that the Congress imposed section 504 of the Housing Act of 1950. 

Now, there will be this tremendous inequity in distribution factors 
whether the interest rate is raised, or whether it is not. Unless some 
machinery is supplied to improve that distribution factor, a higher 
rate would simply mean that GI’s in New York or in Massachusetts 
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will continue to be getting loans with comparative ease, and if they 
are getting those loans through primary outlets selling into secondary 
markets at a higher rate, the secondary market would be paying a 
premium, whereas in some areas there would be no assurance that 
GI loans would be available at par. 

The CuatrmMan. What you are saying is that a man in New York 
or Massachusetts will always be able to get money easier and quicker 
than a man in Arkansas, Arizona, or New Mexico. 

Mr. Kine. That is a way of saying it; ves, sir. 

Senator BenNetT. Is it possible to have different rates for different 
parts of the country ? 

Mr. Kine. That is a problem from which adi 
have alway s shied away. 

The CuatrMan. Even though the interest rate were 6 percent, they 


ninistrative agencies 


would be having tro ible in certain sections because the vreneral trend 
of all interest rates would be up 
Mr. Kine. There is another facet here with which General Gray is 
well acquainted, I am sure, because I have discussed it with him. 
Now, historically, we have always been in heavy weather when the 


vield factor on lone-term Governments got up in the world: when it 
was down at 2.2 or 2.25, or even 2.45, GI loans had fair sailing. 
When, as it did back in 1948 or 1949, it got up around 2.70, we had 


a very crucial period at that time, and our loans were just trickling out. 


vith the situation where the vield 
cot up a little above, I think, 


Now. he re acaln we are racer 
factor on long-term Governments had 


21S0, and we are taced with an emergent ituation here in which most 
forecasters and I am not a forecaster indicate the necessities facing 
the Treasury demand that they come out with somewhat higher rates. 


1 


One tip-off on that is coming out this Friday when the rate on a new 
issue will be announced by the Treasury. 

Now, if as a result of these further Treasury actions this yield 
factor gets a little higher, I think that maybe you won’t get veterans 
loans even in New York 

Senator BENNETT’ \t these rates 


The CuarrmMan. Now vou are being a little inconsistent. 


Senator SPARKMAN. Just leading us into deep water 

The CHarrmMan. You are making our problem look a little more 
complicated. 

Mr. Kine. I believe there are problems to which a little more 
attention should be given, and I thought they should be addressed 
to vour attention, Mr. Chairman. 

The CuatrmMan. We have all the tough problems, I think, in this 
committee. 

General Gray. No; you haven't. 

Senator SPARKMAN. Senator Maybank proposed a year or so ago 
that you might use some of your own funds to buy your own mortgages 
with, but you have never liked that very well, have you? 

I suppose that is a little too much to discuss this afternoon, anyhow. 

General Gray. Have you ever seen a great number of people wave 
the white flag of purity and sanctity when the insurance fund is 
mentioned? 

Senator SpARKMAN. I think I know what you are talking about, but 
this, after all, is a Government guaranty. 
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General Gray. But the people preserve the sanctity of that fund, 
wave the white flag of sanctity and purity any time any question is 
is raised about that. 

Senator SpARKMAN. I know there is a difference 

General Gray. I have that seven-odd-billion dollars in special 
3-percent paper in the good hands of the Secretary of the Treasury. 

Senator SPARKMAN. I didn’t know you got 3 percent, I thought it 
was 2%. 

The CHarrMAN. I would like to hand Mr. Foley and General Gray 
a series of questions which I will want answered, and we will put them 
in the record. 

General Gray. In other words, you want those questions answered 
and sent back to you? 

The CHAIRMAN. Yes. 

(The information supplied by General Gray and Mr. Foley will be 
found in the appendix.) 

The CHarRMAN. I want to again make certain that I understand 
your position. 

General Gray, vou feel that the GI rate should remain as it is’ 

General Gray. I will put it this way,if I may. I feel that there are 
no factors vet which compel any other conclusion, but there are factors 
which do indicate that there is a sufficient volume of business being 
handled at the present rate that I see no justification for raising it under 
the provisions of the law. 

The Cuarrman. And, Mr. Foley, is that about vour position? 

Mr. Fotry. With respect to the FHA 4% rate, yes; but still, with 
that proviso that we would like to remain in the position of applying 
the philosophy we always have of being flexible, and when the situa- 
tion justifies, going up. 

The CHarrMan. In other words, you are constantly studying the 
problem, but at the moment, under existing conditions, you see no 
reason for raising it, but there may be some factors in the immediate 
future that would change your position. 

General Gray. Both he and I say that same thing. 

Senator SPARKMAN. It would seem to me something could be worked 
out to take the tremendous load off FNMA and FHA, and that every 
encouragement should be given to the private organizations that have 
tried to get started from time to time, some kind of securities organiza- 
tion, to transfer this burden as much as possible from the Government. 

Mr. Fotry. We have, as you know, Senator, at various times tried 
to encourage the establishment of a private national mortgage associa- 
tion. In recent years, there has been no interest. 

The Cuarrman. If there are no further questions, we will conclude 
the meeting. 

Thank you very much, gentlemen. 

(Whereupon, at 4:15 p. m., the committee adjourned.) 
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(The following was supplied by General Gray of the Veterans’ 
Administration in response to the request of the committee:) 


OFFICE OF THE 


Hon. Homer E. 


Chairman, 
United States Senate 


DEAR SENATOR CAPEHART: 


CAPEHART, 


Administration at 
28, 1953. 


ADMINISTRATOR OF 
Washington 25, 


VETERANS’ ADMINISTRATION, 
VETERANS’ AFFAIRS, 
D. C., February 3, 1958. 


Committee on Banking and Currency, 
, Washington, 


B.C, 


Pursuant to your request we are org to submit 
the following comment on the list of que stions which you gave 


the Banking and Currency 


to the Veterans’ 


Committee hearing on January 


1. What advantage does a VA loan have over an FH A loan insofar as the mortgage is 


H8w much is it worth? 


concer ne d? 


The advantages of the VA guaranty contract over the FHA contract of insurance 
can be seen from the following comparison: 


VA 
(a) Holder recovers all foreclosure 
expenses. 
(b) Holder recovers interest at con- 


tract rate (4 percent) to date of fore- 
closure sale. 


(c) Takes property subject to redemp- 
tion rights even though mortgagor is 
entitled to possession. 


(d) Takes property subject to occu- 
pancy. 

(e) Pays conveyancing expenses in- 
cluding title evidence and revenue 


stamps. 

(f) Guaranty is payable even though 
property destroyed by flood, tornado, 
or other insurable hazard. 

(g) Holder is not liable for waste. 

(h) Guaranty is paid in cash. 


(7) Guaranty payable on de faulted 
loan even though mortgagor is in mili- 
tary service and protected by Soldiers 
and Sailors Civil Relief Act. 


It is impossible, 


advantages, although clearly they 


however, to assign a definite 
do have considerable value to the lender. 


FHA 


Holder loses a part of foreclosure costs 
(varies under various sections). 

Contract rate to date of default and 
debenture rate thereafter from date 
foreclosure instituted—current 203 rate 
2% percent. 

Will not accept a conveyance 
redemption period expires. 


until 


tequires that property be vacant. 


Holder bears conveyancing expenses. 


Debentures issuable only if property 
conveyed intact except for ordinary 
wear and tear. 

Holder is liable for first $100 waste. 


Issues debentures-term on 203’s is 
3 years following maturity date of 
mortgage but redeemable at option of 


FHA. 
Debentures issuable only in exchange 
for property. 


relative 
In 


dollar value to these 


the first instance, it must be borne in mind that all of the advantages enumerated 


above obtain only in the event of a default and subsequent foreclosure. 
individual lender’s estimate of the future incidence of foreclosures 


Thus an 
would be a 


highly important factor in his assessment of the relative advantages of the VA 


guaranty which enter the picture 


when 


foreclosure becomes necessary. The 


extremely favorable repayment record exhibited by both FHA and GI portfolios 


has undoubtedly had its influence in 


advantages among some lenders. 


minimizing 


the weight of these relative 
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Furthermore, there are many other variables that might affect a lender’s 
evaluation of the weight of these relative advantages. For example, item (c) 
above would have bearing in those States where no redemption period follows 
the fore sure Furthermore, the FHA-insured mortgagee is issued a certificate 
of cla vddition to his debentures which includes the costs of items (a), (6), (e), 
and (g) above, but w s honored only in the event that the FHA sells the 
property for more than enough to cover the amount of the debentures and the 
‘ ses incurred by t FHA in the handiing, maintenance, and disposition of the 





section 203 cases holders have recovered 





al ate ent of their losses by having such certificates of claim 
h 1 SU we are told that the average certificate of claim amounts 


here are other factors which would have an important bearing in individual 





cast e. g., whether the property is occupied and, if so, the costs of obtaining 
possession and whether the property was subjected to waste and the amount 
thereof, if ans The value of the VA payment in cash over the FHA payment in 


debentures would be dependent upon the question of whether the holder could 
| H \ or sold on the open market for ho less 





than p s our understanding that the FHA is redeeming 
the de we inderstand it, the debentures may be used 
to pa 1 to that extent are like cash. 

It at with the growing impatience over the main- 
tenan¢ e Government agencies over the past year, 
these argumentatively by an insistence that the vield 
factor ion, with little or no weight given to these other 
intrins 
2. Wi} are the numb of loar a 1 percentage to tota oans being made current y? 

How docs t} mare h 9 ous periods? 

For ( oO ( ence ¢ e committee the attached table (exhibit 1) shows the 
n tl number of Gl me-loan applications received from lenders over the 
past 3 vears. The table also shows the monthly average of home-loan applica- 
tio! D quarters since the inception of the GI-loat program 

It will be noted from the ts final quarter of 1952 the volume of 


average of 29,200, the highest rate 
é is well below the monthly 
periods of loan activity, namely the 
,000 applications were received from 
1946 when the monthly average was 
nearly 55,000 However, the current rate of close to 30,000 home-loan applica- 
th is not far below the cumulative average of 37,000 applications a 
month sirce March 1946 (the effective date of the regulations issued under Public 
Law 268), nor is it far below the monthly average of approximately 35,000 World 


War II veterans who. we estimate. ma be expected to seek to exercise their Gl 


GI home-loan applications ro 


since the summer of 1951 rt 





rate experienced in the two 
third quarter of 1950 when at 


lenders each mor th. ar d the 





tions a mor 





loan benefit between now and the program’s expiration date on July 25, 1957 


} projection of future program participation does not take into account the 
veterans with service since the Korean emergenev who have now been made 
eligible for GI loan benefits by the Veterans Readjustment Assistance Act of 
1952 


g the relative share of GI 
compared with previous 
asure relative magnitudes 
total small-home-mortgage 
teed loans reported closed 
data indicate that approxi- 
imber of total mortgag oans currently being closed 
approximately 15 percent of the total dollar amount 
ans For the vear 1951, VA-guaranteed loans ac- 
22 percent of the dollar amount of 

‘cordings. In the vear 1950 the corresponding figures 
recent; in 1949 they were 11 percent and 12 percent. 
ents additional data on the relative shares of VA and 


ordings 
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3. Are the loans being made concentrated in any particular area, i.e., New York, 
New England, Chicago, or critical defense areas where prior commitments by 
FNMA may be obtained? 

Studies immediately available to the Veterans’ Administration indicate that 
in terms of eligible veteran population there is some concentration of GI loans in 
the northeastern section of the United States. Thus, in the 4-month period 
August through November 1952 approximately 40 percent of the GI home-loan 
applications received were in New England, New York, Pennsylvania, and New 
Jersey, whereas only 29 percent of the veteran population is estimated to reside 
in those States. 


We have no positive data to show the extent to which GI-guaranteed loans are 
concentrated in or near urban centers. It is believed there is such a concentra- 
tion. Nevertheless it is believed that there has been sufficient participation in 


the program by smaller institutions to have afforded veterans in smaller towns 
and cities a better opportunity for home-financing credit than afforded to 
prospective home owners under other federally-aided programs. Veterans living 
in nonurban areas have of course been furnished special aid by VA’s direct loan 
program under which VA is authorized to make loans direct in areas where private 
lenders are unable or unwilling to extend GI financing to veterans (currently 
eligible areas include about 2,600 counties or parts of counties or about 85 per- 
cent of the total number of counties in the United States). However, it is esti- 
mated that these eligible areas contain less than 5 million World War IT vet« 
or only about one-third of the United States total. Except for Puerto Rico, 
areas eligible for VA direct loans contain no cities with a population larger 
50,000, according to the 1950 eer 

There is some GI loan activity in defense areas, but it is small in relation to the 
total. The bulk of FNMA purchases of defense-housing mortgages are being 
FH A-financed under title IX of the National Housing Act. Only a small number 
are loans guaranteed by VA after purchase by GI’s. Consequently FNMA 
commitments in defense areas are currently lending little or no support to the 
maintenance of GI loan volume. 











sus, 
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4. What perce ntage of the VA loans made outside of the areas s crrounding the larger 


financial centers are being sold to FNMA? How does this compare with other 
periods? 

We have checked and have been told that FNMA statistics cannot be broken 
down to show the number of loans purchased from areas where the security lies 
outside of a large financial center. The FNMA portfolio can be separated into 
State totals, but as we understand it no further refinement can be made. How- 
ever, it is well known that only a negligible number of FNMA purchases have 
been made in the northeastern section, particularly in New England. 

§. What shifts have taken place on the market for VA loans in terms of the percentage 
of purchases by groups, 1. ¢ ., ensurance companies, savings and loan associations, 
etc.? 

VA records on the distribution of GI home loans originated by the various 
types of lending institutions indicate that there have been some shifts in relative 
participation. For example, savings and loan associations accounted for 22 
percent of the total number of home loans guaranteed in the peak year 1950; 
by the last 3 months of 1952, this ratio had risen to about 28 percent. Similarly, 
mutual savings banks increased their relative participation from 9 percent in 
1950 to 17 percent in the last quarter of 1952. The relative share for commercial 
banks was quite stable, accounting for about 21 percent in both periods. The 
two remaining lending groups both showed a decline in relative participation 
from 1950 to the final quarter of 1952, mortgage and real-estate companies 
declining from 39 percent to 30 percent and insurance-company originations 
from 8 percent to about 3 percent. Individuals and other lenders accounted for 
about 1 percent in both periods. 

The foregoing figures indicate the trends in the proportions of GI home loans 
originated by the various major types of lending institutions. However, since 
VA does not require lenders to report transfers after origination, we do not have 
comparable figures in our internal operating statistics on the final holders. The 
differences would, of course, be most pronounced for insurance companies and 
since a substantial portion of the loans originated by mort- 


savings banks, banks 


mortgage companies 


gage companies are sold to other lenders, mainly to insurance companies, mutual 
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savings banks, or FNMA. For example, a comparison of figures published by 
the Institute of Life Insurance with VA statistics indicates that insurance- 
company acquisitions of VA loans were probably two or three times as great as 
the volume of insurance-company originations reflected in VA statistics. 

The attached exhibit 3 summarizes available data on acquisitions on nonfarm 
mortgages by life-insurance companies, with a breakdown for FHA loans, VA 
Joans, and conventional loans. As indicated by the exhibit, acquisitions of Gl 
loans by insurance companies reached an all-time peak of over $100 million per 
month in 1951; then declined to an average of about $30 million per month in 
the period May through October 1952. The figures for November and December 
1952 have not been received, but preliminary estimates indicate some increase in 
the acquisition of VA loans in those months. 


6. To what extent are VA loans se ing at par, and where and to what extent are the y 


being sold at a discount and how much of a discount? 


There are no statistics available to answer this question definitively. However, 
based upon our general experience, narrative reports from VA field offices, and 
information volunteered by builders and lending institutions, the following situa- 
tion seems to obtain: In the nortl stern section of the country the market is 
generally holding up at par. However, as one moves to the West and to the South 
away from the heavy concentration of mortgage capital in the Northeast, a pattern 
of discounts is encountered, although here and there local banks or savings and 
loan associations continue to originate GI 4 percent loans for retention in their 
portfolios. For many areas the discount is modest, averaging perhaps 2 points. 
In some areas, particularly the Southwest, discounts of a considerably larger 
magnitude, ranging to 5 percent al d higher, are being reported as having been 
increasing during the last several months. 

The growing belief that the rate would be changed has of course had a tendency 
to widen the margin of discount, for as more lenders adopted a wait-and-see posi- 
tion the others were in a better position to exact a wider discount in the softening 
market 














| there any practices being resorted to, erthe gue sf onable or illegal, be yond th e 


allowable 2\%-poin' discount as one means of circumventing what is reg urded by 


some as the unrealis nieres ate and discount requlations? 


There are three practices known to be in current general use. Two of these 
were considered to be of questionable validity when first brought to the attention 
of the VA, but were found after review by the Solicitor of the VA to be legal pro- 
vided certain conditions were observed These practices are: 

Builder acts as nonsupervised lender and obtains guaranty of purchase- 
money loans on a prior approval basis, later selling the loan under par. 

b) Builder or other seller enters into an agreement with lender to purchase 
the VA-guaranteed loan at par and accrued interest within a specified time 
after the loan is closed if the lender has been unable to effect a sale at par 
and makes a deposit to guarantee such purchase 

Lender collects a fee from the res 
broker 


-estate sales broker or acts as sales 





8. What has been the attitude of the VA on thes: practices, or what actions have you 


taken or leqal advice have you given with respect to these practices? 


VA’s attitude has been that it may not refuse to guarantee loans if the prac- 
tices engaged in are legal under the law and regulations irrespective of the fact 
that the practices are de signed to meet the discounts charged by private investors 
for GI loans 

Section 504 of the Housing Act of 1950 originally required the VA to control 
charges against the builder and veteran in new construction cases not only on the 
V A-cuaranteed loan to the veteran but also on conventional construction loans to 
the builder 

In July 1950, VA loan-guaranty regulations were issued to implement section 
504 of the Housing Act of 1950, by requiring certifications from lenders and build- 
ers in an effort to preclude or forestall any charges against the veteran or builder 
in excess of the fee schedule approved for VA-guaranteed loans and against the 


builder in excess of the new schedule which was set up to cover the charges against 








the bu in connection with conventional construction loans In September 
1951. section 504 of the Housing Act of 1950 was broadened to authorize VA to 
control charges against the seller of existing properties The VA loan-guaranty 


regulations were then changed to also require certifications as to VA-gcuaranteed 
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loan charges against the seller of existing properties. This change prohibited a 
charge against the seller of an existing property. 

It is significant to note that section 504 of the Housing Act of 1950 speaks of 
the fees and charges which the lender may make against the veteran, builder, or 
other seller. Inquiries were received from various lenders and organizations as to 
whether a charge against a real-estate broker was permitted and it was determined 
that if certain conditions were observed the real-estate sales broker could legally 
pay the lender a fee for making a loan to the veteran. Such advice was distributed 
to VA field offices with cover letter of May 15, 1951, known as All-Station Letter 
45-51, copy attached hereto, marked “ Exhibit 4.” 

In paragraph 3 of All-Station Letter 45-51, the VA voiced its increasing concern 
with the practices which were then coming into vogue to offset the fee limitations 
imposed by VA schedules. Later it was found advisable to impose some additional 
conditions upon the payment of a fee by the sales broker and to answer inquiries 
concerning the permissibility of a lender acting as sales broker. Accordingly, 
All-Station Letter 20-52, dated February 8, 1952, was sent to the field. Copy of 
that letter is attached, marked ‘‘ Exhibit 5.” 

In the summer of 1951, inquiries began to be received by VA concerning the 
legality of builders agreeing to purchase VA-guaranteed loans at par to induce 
lenders to make such loans. At the same time, inquiries were being received as 
to whether it would be permissible for builders to close their purchase-money loans 
in their own names as nonsupervised lenders on a prior-approval basis and receive 
guaranty, the obvious intent being immediately, or soon thereafter, to sell such 
loans at a discount. These procedures were determined not to be precluded by 
the law under certain conditions and the field was so advised. Copy of LGL 8-52, 
marked ‘Exhibit 6” is attached. See also copy of All-Station Letter 49-52, 
dated April 25, 1952, marked “ Exhibit 7.” 

The use of purchase agreements, commonly called repurchase agreements, 
is known to have become widely used thereafter. The VA central office was called 
upon from time to time to approve various agreements and plans being used by 
lenders in this regard and, for some time, advices were rendered as to their legality. 
In all cases it was pointed out that VA did not “approve” the procedure but was 
expressing its opinion as to their legality only insofar as VA was concerned, i. e., 
whether the VA would or would not issue a guaranty certificate under the cir- 
cumstances. s 

By the spring of 1952 it became evident that the use of purchase agreements 
and the relatively unrestricted practice of builders closing their own GI loans 
were making possible a large-scale trading in futures in GI loans with a resultant 
depressive effect upon the GlI-loan market generally. In order to alleviate this 
situation insofar as was possible the VA prepared and sent to the field All-Station 
Letter 65-52, dated May 29, 1952, copy of which is attached hereto marked 
“Exhibit 8.’’ This all-station letter required, in connection with requests for 
determination of reasonable value in all new construction cases on or after May 
28, 1952, that the builder make a comprehensive certification as to practices and 
fees. The effect of the certification, copy of which is attached to All-Station 
Letter 65-52, attached hereto, is to control the amount which the builder can pay 
for a commitment to take himself out of loans which he has made or agreed to 
purchase, to preclude the builder binding himself in advance of origination and 
guaranty to sell a loan at less than par, and to preclude the lender seeking or 
accepting during the purchase period in a case where a purchase agreement is 
used, a commitment to sell at less than par. 

Upon receipt of notice of the content of All-Station Letter 65-52, and the 
certification required thereby, lenders, builders, and various organizations repre- 
senting them began a new series of inquiries as to the propriety of certain pro- 
posed plans of operation. While some of these proposals were clearly within the 
letter of the law and regulations as interpreted by the VA, certain cases were 
felt to be borderline where an accurate determination was not feasible. Also it 
was found that although some plans were clearly legal under the advices already 
issued, the lenders nevertheless wanted letters of approval from the VA, ostensibly 
to be used only to assure immunity from prosecution. The VA then issued VA 
Technical Bulletin 4A—124, dated August 22, 1952, which‘in effect administra- 
tively determined that VA would not render opinions or advices as to proposed 
arrangements. Copy of TB4A—124 is attached, marked “Exhibit 9.” An ex- 
ception was made for several arrangements already known to be in use, and the 
covering opinions were given distribution through various channnels, including 
All-Station Letter 113-52, dated September 5, 1952, copy of which is attached 
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bit 10.’ The opinions of the VA Solicitor referred to in 
52, beir g Solicitors opinions 21 1, 215, 216, 220, and 222, 


d marked ‘*‘ Exhibit 11 





re fer nce to paragrap! 3 of A Station Letter 113 


officers, with the advice of the VA chief attorneys, are 

















instructed to pass upon the legality of knowl! arrangements only when the required 
certifications have been made In other words. onlv when the arrangement has 
gone bevyol d the proposa tage TI is le nade rs and bu aers, with the advice of 
their own counst nust make a determination as to legality and assume the risk 
of maki! the certifications In this regard it should be remembered, however, 
that it is thought that lat idelines have been furnished in the VA Solicitor’s 
pini¢ sto permit a At ate adeterminatio I legality to be made for the lender 
or b le 

Phe \ loan-guarar has at every opportunity stressed the fact that 
t I s to be no allowance in appraisals of reasonable value to cover costs which 
the builder must absort mnection with disco arrangements. Examples 
of icl mnstrue ( \ e found pars apl t [ \ i-Station Le ter 113—5 2. 
exhibit 10 hereto, and paragraph 5 of All-Station Letter 105-52, dated 
{ugust 22 ached hereto, marked “Exhibit 12.” 

li those cases where i co t Lleé itt ol \ lenders builders, 
yr others have violated the app rie i or re tions spect to fees and 
charges, as such law and regulations are interpreted by the VA, VA has in accord- 
ance wit its general regulations caused the regional office where the violations 
recurred to ma i field examinatio1 (Any evidence of violations thus discovered 
is presented to the loan-guaranty service for consideration of the advisability of 
suspendi! e partic ved from participation in the loan-guaranty program. 
If it is econeluded tha ere has been a violation of a criminal statute the evidence 
adduced in the VA field exa ition is presented to the local United States at- 
torney for consideration and s uction as the United States attorney may deem 
necessary or prope 1 LKE the pre l me lende } been excluded 
from participation in the V A-guaranty progra result field exami 
tions and in some cases | ted States attorneys have obtained indictments and 
convictions Federa ts It should be observed, however, that it is thought 
that the vast jo lers and builders are making an honest effort to remain 
\ I the app LD a ana re lati s as interpreted b the \ \ and by their 
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practices upon large mortgage investors is not precisely 
consider it significant that, despite the apparent oppor- 
at heavy discounts from some parts of the country, many 
rs, particularly insurance companies, have been reluctant 


See for example exhibit 3, which shows the substantial 
ion of GI loans by life-insurance companies.) Their reluc- 
count cannot in our opinion be explained 


inds. For example, a 20-vear GI 4-percent loan purchased 
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offers a yield to the investor of 4.64 percent if the loan 
is held to maturity, and a somewhat higher yield should the loan be prepaid prior 
to maturity (e. g., 4.73 if prepaid at the ' 12 vears, or 4.92 if prepaid at the 
end of 8 years It will be noted that these yields are higher than a 414-percent 
rate would afford. Since apparently all of the large mortgage ivestors would be 


more than willing to 


increased to 4% percent 


of these lenders to buy 
economic factors iF 
that the purchase of k 
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vest in GI loans were the maximum interest rate to be 


there is a clear presumption that the apparent reluctance 
y currently at substantial discounts is based on other than 
our opinion their reluctance stems from their apprehension 
vans at very sizable discounts may subject them some day 

ensure, or perhaps even to criminal prosecution, although 
ruled that discount arrangments are legal under the act 
| t certain tests and conditions. 
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be helpful to review the situation which prevailed at the time Congress passed 
section 504 of the Housing Act of 1950. The following is quoted from the Confer- 
ence Report No. 1893, which accompanied 8. 2246: 

“Section 504 of the Senate bill contained a provision directed against the 
practice of lenders requiring excessive charges in consideration for making FHA- 
or VA-guaranteed loans. In lieu of the provision of H. R. 6070 that no otherwise 
eligible mortgages could be purchased by the Federal National Mortgage Asso- 
ciation unless the mortgagee certifies that no bonus, fees, or other charges in excess 
of those expressly authorized by the Association has been or would be charged or 
received by such mortgagee to or from the builder or the mortgagor in connection 
with such mortgage, the Senate language specifically authorizes and directs both 
the Federal Housing Commissioner and the Administrator of Veterans’ Affairs to 
prescribe the maximum fees which could be charged in connection with financing 
of construction or sale of housing built or sold with the assistance of any 
insured or VA-guaranteed loan, and to require certification from th 
that no excess charges have been imposed by such mortgagee These reg 
would apply not only to charges in connection with the particular mortgage loans 
insured or guaranteed by the Government, but to charges in connection with 
other loans made for the construction or sale of housing involved. The con- 
ference substitute contains the Senate language.” 

In the report from the Committee on Banking a 
of 5S. 2246 (Rept. No. 1286) it was stated 

“With respect to these Gl-guaranteed loans, a committee amendment previously 
reported would have required the mortgagee, as a condition to the sale to the 
FN MA, to certify that no bonus, fee, or charge, other than those approved by the 
FN MA, has been or will be received in connection with the placement of the loan. 
The amendment was directed against a practice in some areas of payments by 
builders to lenders in order to get them to make 4-percent GI loans for resale to 
FNMA, This practice tends to increase the price of housing sold to veterans and 
to a feat the purpose of the 4 percent interest rate limitation for GI loans Your 
committee has now deleted this amendment, which would have applied only in the 
case of FNMA purchases of VA-guaranteed loans, and in lieu thereof is recom- 
mending a provision to be included in title VI of the amendment (sec. 604), which 
would specifically authorize and direct both the Federal Housing Commissioner 
and the Administrator of Veterans’ Affairs to prescribe maximum fees which 
could be charged in connection with the financing of construction or sale of housing 
built or sold with the assistance of any FH A-insured mortgage or V A-guaranteed 
loan, and to require certifications from the mortgagee that no excess charges 
have been imposed by it. Regulations so issued could a 
in connection with financing of housing built or sold with such assistance, ever 
though some portion of the financing was not assisted by the Government Thus 
the maximum benefits from such a provision would be extended to all purchaser 


of homes for which loans are guaranteed or insured by the Government, whether 


or not the loans are sold to FNMA,” 


e mor 





1 Curreney on the amendment 


yply to all charges made 





It is important to note that initially the bill provided for a control on fees 
chargeable by the mortgagee onlv with respect to those mortgages being tendered 
to FNMA. At that time FNMA was issuing advance commitments and mar 
such commitments were being held by lenders. Furthermore, the mortgages 
could sell all of his GI loan originations to FN MA and those lenders who had 


the FNMA commitments were, in some areas, charging builders very substantial 
sums in order to obtain the financing which eventually resulted in a mortgage 
owned by the Government. Thus, in practical effect, the lender was exacting a 
fee from the builder or sponsor for obtaining GI financing that actually repre- 
sented the use of Government funds. It is believed that this was the practice 
which the Congress was in the main concerned about and was desirous of curbing, 
although there was, in addition, concern that the cost to the purchaser would be 
in *reased., 

In view of the situation which exists at the present time the Congress may want 
to consider the repeal or amendment of section 504. The Congress has restricted 
FN MA’s advance commitment authority to programed defense housing only and, 
in addition, except for such defense housing, only 50 percent of a mortgagee’s 
GI loan originations are eligible for sale to FNMA. These facts, plus the rela 
tively small amount of funds available for over-the-counter purchase of VA- 
guaranteed mortgages by FN MA, have operated as effective curbs on the practice 
which the Congress was seeking to control at the time section 504 was enacted, 
insofar as the charging of fees for the use of Government funds is concerned. 
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Critics of the present discount situation have maintained that the net effect is 
similar to a higher interest rate since they insist that builders, reluctant to absorb 
the discount, merely shift the discount cost to the veteran home purchasers 
through higher prices. We do not believe that this criticism is generally valid in 
that it overlooks the appraisal controls which VA can exercise through a refusal 
to recognize increases in reasonable value. On a number of occasions VA field 
offices have been exhorted to exercise extreme care to avoid yielding to any 
upward pressure from builders to permit the reflection of the discounts through 


higher reasonable values Thus, in the great majority of the cases at least we 
think, it is unlikely that the builder is able to recoup his discount costs through 
higher valuations. The natural reluctance to accept a lower profit margin 


necessary due to the absorption of the prevailing discount—is offset to a consider- 
able extent from the builder’s viewpoint by the fact that a general availability 
of GI loan eredit with its very low cost and liberal terms reduces bis marketing 
problems to a minimum. 

But we cannot deny the possibility or even the probability that in a minority 
of cases the builder is able to obtain higher valuations sufficient to recompense 


him for all—or at least part f whatever discount he may be required to pay for 
his financing In those uses where a shifting of a discount is possible, we have 
an undesirable situati where the veteran is forced to pay the premium necessary 


to obtain the financing in the present tight mortgage market. 
Historically there has been a geographic variance in the adequacy of the supply 




















of mortgage mone \s a consequence certain mortgages would command a 
premium in some areas of the country whereas in other areas the same mortgage 
must be sold at a discount. Within reasonable limits this is an entirely proper 
situatior On the other hand, there is always the possibility of the practice 
exceeding normal bounds and unquestionably it would be highly desirable to 
endeavor to keep it within reasonable limits However, the impracticability of 
effecti { ict a conti l iemonstrat j } ‘ tl a swers to que stions 7 and Ss 
\ Since the prim vating factor which prompted the passage of section 
504 of the Housing Act of 1950 no er obta he Congress may want to 
consider whether the situation would not be improved by allowing such mortgages 
to be originated and traded eely on such terms as the lender and builder might 
ree. We would, of course, continue to limit the charges which the lender may 
make aga the veter and exert everv effort to « irb the possibility of excessive 
charges against the | r through V A’s valuation procedure. 

We sti b lieve, however. that the present discount practice, even though 
there may be some cases wherein the ultimate cost burde is shifted to the veteran 
through higher prices, is preferable to the alternative of a higher interest rate, 
vhich would automa i ind with finality inerease financing costs substan- 
tia Tr all eterans ol ’ g Gil loa r to ich alternatives as greatly in- 
‘ sed congressional authorizations for FNMA or for the expansion of VA’ 

Ippleme liy Ou ro am ) roa aT is 

The existence of pre ims or discounts appears to be inevitable in administering 
4 program ith a f 1 nu Intere rate Ber the interest rate may be 
cha d « by a ve Lrg ig e. g., OF f or one-quarter of 1 per- 
cent, it is impossible ran administering ageney to adjust the maximum contract 
interest rate al xact manner which would equate that rate with the actual 
prices being paid in the market Indeed an equation of the contract rate with the 
average actual prices being paid might well be viewed as coincidental. This is 
particularly true because at any given point of time the geographic maldistribution 
of the mortgage-money supply creates a pattern of differing prices for mortgage 
money in various parts of the countr Thus, it is inevitable that over time a 
fluctuating pattern of premiums or discounts is to be expected, depending upon 
the relative degree of plenitude or scarcity of mortgage funds. Weare presently in 
a period of relative scarcity and, as a consequence, discounts in varying magni- 
tudes are being paid in many cases. However, if the long-awaited improvement 
in the mortgage-monev market should occur as anticipated in late 1953, we can 
look forward to a period when discount payments would largely narrow or disap- 
pear, although this possibility would be lessened if a shift to a higher interest rate 
structure should occur as a result of debt management operations. 

11. Has the narrou ) of the differential on net yields between long- and short-term 
Gove rime? Ls, p ie corporate Ss, } pa Ss, and lA foOans been justified, 
n yo opinion, or doe tre quire an increa un the VA rate? : 


We believe that long-term Government bonds are the best standard of com- 
parison in judgi the investment attraction of the GI 4-percent loan. They 
are more nearly comparable in terms of maturity and lack of risk than any other 
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fect is investment. Admittedly, the average yield on long-term Governments is at a 
-bsorb substantially higher level than prevailed in earlier periods of the GI-loan program. 
hasers Most recent quotations indicate an average yield for long-term Governments of 
lid in approxima utely 2.80. In contrast the average yield of such bonds in 1947 was 
efusal 2.25. The average yield in 1951 was 2.57. 
\ field It is estimated that the net yield on a GI 4-percent loan to the typical secondary 
0 anv market investor is approximately 3.2, after deducting one-half of 1 percent as a 
rough payment to the servicing agent and an additional three-tenths of 1 percent for 
ist we home-office administrative expenses and overhead. Clearly the spread between 
rough the 2.80 Government-bond yield and the estimated 3.2 net yield on GI loans for 
rein o the typical secondary market investors is being squeezed uncomfortably close, 
isider- although there is still a margin of approximately four-tenths of 1 percent in favor 
ability of the GI 4-percent loan. 
keting \lso it should be pointed out that the net yield on GI 4-percent loans for local 

institutions which originate loans for retention in their own portfolios is probably 
noritv os somewhat higher than 3.2 because of the integration of the functions of origination 
pense and servicing. But as to such institutions the comparison of the yield on Gov- 
av for ernments is not illustrative of their problem. Their ability to invest their de- 
» have posits in loans at a given interest rate must be related to the dividend or interest 
essary rate which they pay to sharehol lers or depositors. It is notable that such 

; institutions over the past several years—mainly because of competitive reasons 

upply have moved their dividend rates from l or 2 percent up to 2% and 3 percent, and 
and a even higher in some cases. ‘This has been particularly true of savings and loan 
rtgage associations and mutual savings banks 
proper Actually, the adequacy of the 4-percent rate seems to depend more upon 
-actice geography than it does upon relative yields. Thus the coexistence of a par 
ble to market for GI loans in the northeastern section of the country with a situation 
litv of of increasing discounts encountered as one moves to the west or south suggests 
and 8 that the interest-rate problem cannot be attributed solely to a question of relative 
ection yields, but rather must be attributed at least in part to the long-recognized problem 
ant to of geographic imbalance in the sup yply of mortgage funds. This situation suggests 
teages also that an increase of one-fourth or even one-half of 1 percent in the maximum 
might permitted interest rate for GI loans would still not eliminate the existing pattern 
r may of discounts, although it would undoubtedly reduce considerably both their 
essive prevalence and magnitude. The coupling of a tighter rule on discounts with an 

interest-rate change would be apt to leave tight spots in some areas. 
hough Of course these are only high lights. It should - understood that there are 
‘teran many complex and varving influences which have had an effect in determining 
t rate, mortgage market trends. But time does not permit the complete discussion 
bstan- which would be necessarv to delineate those influences. 
bly in- 12. Do you believe that the recent change in the rediscount rate makes the VA loan 


situation more di ffic ult? 


tering Che cause and effect of the recent change in the Federal Reserve bank rediscount 
ering ; ; ; 
Ye rate is a knotty problem on which financial analysts have held diff re 1g Opinions. 





 ¢ hca ’ To the extent that those who argue that the action was me rely a belated step 
sient necessary to bring the rediscount rate into line with the existing money rate 
aatual structure, the indirect effect of the action on the GI Joan situation would be 
th the minimal. | But since the action does raise the cost of borrowing for member 
Pia ie . commercial banks it is clearly another link in the chain of events which has 


steadily been leading to a tighter money market and to a higher level of interest 
rates. Seen in that light, the rediscount action will probably have some further 
deterring effect upon the availability of GI 4 percent loans. 


bution 


rigage 


ain The recent exchange offering on an optional basis of a 5-year 9-month bond 
lay in at a contract rate of 2% percent is of perhaps more immediate significance 

ica d Although the effects of this particular action should not be severe, it appears to 
ies us that it will have some further effect in increasing the vields on outstanding 


Government bonds and to that extent will complicate the GI 4-percent loan 
situation further. And even more important is the psychological effect upon 


lender anticipations which is engendered by the apparently widespread_ belief 


we can 
disap- 


ay Be that bonds of even longer term will be forthcoming sometime this vear. Such a 
prospect of a substantial addition to the market supply of long-term bonds will 
rt-term continue to exert a depressing effect upon the prices of outstanding issues, with 
istified, a corresponding upward pressure on yields to the relative detriment of the GI 
{-percent rate. 
f com- 
They 


y other 
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13. What, in your opinion, u he the outlook for VA loans if interest rates are not 
ncreased? Just how long | the market take to get back to normal, if at 
ull? EB plain the factors you are taking ztnto consi leration 

Time does not permit an extended analysis of this difficult, but basic, question. 

We can, however, summarize our general views about future trends as well as to 

high hi t the factors which we believe significant to that outlook All the indica- 

tions are that no relief to the immediate GI loan situation is in prospect for the 
next 6 months if the present 4-percent rate is maintained. The demands for 

c tal, both short- and long-tern promise to continue at or near peak rates in 

the first half of 1953 \ rding to SEC-Department of Commerce estimates 

ess investment will continue strong in 1953, particularly in the first half of 
ul Che exp 1 ke in industrial plant expansion will be offset in part 

I mercia structior whic p until recently has been severely 

restri ind materials control Joint est ates by the Department of 

Cr « lepart of Labor fore sta ime of new construction 

a - gher a i I 

On the othe a there are ll ations that some slackening in the demand for 
investment capital may begin to appear in the second half of the vear. To quote 
from the Januar 1953 issue of the Survey of Current Business, ‘‘The defense 
fa ( ansi progra i ( D d its peak, and some industries are well 
ilO owara ( D rexpa ( ered v certificates of necessit 

‘) « ius at | Pi i i , I { if ne i ar showing red ictions 

pital goods demar same publication states further, ‘Comparison 

2 aqaing progra tor 1 ear a a whok would npiv some lowering ot 

pla and equipm outla n later quarters, and the anticipatory data do 
SO! p l ( I e early part of is vear.’’ 

f the record rate of liquid savings flowing into savings institutions continues, 

{ hould begin to se¢ me e@asil hn the mortgage money market in the second 

ilf of the vear It appears elv that mortgage investors would then increase 
I ortgag a es rograms. Should such a situation be experi- 

f ! V1 a erat I the de d for capital and a continued 

reas ll the sup} I re Sie 1 then be a tend C\ for mortgage interest 

rate to declin« omewhat. a development wl h naturally would put the GI 4- 

OT t loan in a more favorable position in terms of alternative investments 

It n t be recognized, however! and this was touched upon in our comment 

e preceding questio that ould a further shift upward in the ‘nterest 
rate structur Lake pila a a ons l¢ ‘e of debt-management policy, the 
compet e positi of the GI 4-percent rate would deteriorate substantially. 

On the other hand, if debt-management operations do not move the interest 

ra tructure up another notch, the GI 4-percent loan situation could very well 

iprove ateria l e latter } ( tne eal 

You | recall that the cou! f tl hearing on January 28 we promised 

t hn the l ( ( ( led information regarding the allotment 

of dlr t loan fu is to the uri s regional offices Exhibit 13 attached provides 

a br f statement of the po eS a 1 procedures which we have followed ir distri- 

buting available direct loan fund <hibit 14 shows the amounts allotted to the 

val regional of f I ( urts peg January 1, 1953, and the total 

a l viiocated to ear ( rough tha late 

You will also reeall that Mr. King, Director of our Loan Guaranty Service, 
presented a chart showing 1 trend of home loan applications and appraisal 

I ( s aur e | »>vea However ou may wish to include in the record 

of the hearing a chart wing the trend in GI loan application volume over the 

1 t 7 vears, which gives a b er perspective of long-term fluctuations. Ac- 

cording! exhibit 15 1 iched 

It is hoped that the fores { formation will answer adequately the questions 

h were presented to u | ou desire any additional information, we will, 
of course, be glad to forward p I est 
Sincerely you 


Cart R. Gray, Jr., Administrator. 
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ExuHrsit 1 


Applications received for VA quaranteed and insured home loans 
n ANNUAL TOTALS AND QUARTERLY AVERAGES 
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_ First 11 months 


il, 1951 2, 653, 519 } Lt 15, 09 





1952 2, 776, 4 8 l 16, 464 

Monthly data 

1952—J anuary 221 2 lf l 1, 298 
February 219, 124 S l 2 ] 1Y 
March 237 2 ‘ 1 l i ) I 
A pril 250, 339 7 1 1, 482 9 lf 
May 255, 878 i 9 1, 511 } 13 
June , O1S 7 9 ] 13 
July S58 8 8 1, 59 12 
August 270, 091 8 8 1, 598 1 13 
September 267, 111 9 9 1, 588 14 
October 985, 457 ) ) 1, 727 1 13 
November 245, 245 9 11 1,492 12 16 


Source Home Loan Bank Board, Federal Housing Administration, Veterans’ Admit 
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ExuisBit 3 


Life insurance mmpany acquisitions of nonfarm mortgages 
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Copy of Soli 


Loan Guaranty, Closing Costs—Payment to 


his commission &1 
lation 36:4312 


Copy of Soli 





F. Howell, Springfi 
2. In addition to the 
ion letter of Ju 
ibje Fees and Char 
> e in Sectior °43 
1950, respectively \ 
995-50, December 12, 1! 
19 ) 1eA vith sol 

§. Thi e has lear 
ure ovu Oo offse ‘ 
oO ma in of the i 
criminal aspects when re 


charges present VA pr 
firmly in the minds of the 


FHA VA Other 


2 496 458 975 1, 463 
2 1, 214 390 1,517 
119 1, 365 133 1, 621 

4 7 1, 491 940 2, 106 

4 704 l \ 1, 268 2, 382 

: 1, 134 2,019 

2, 994 713 376 1, 905 

) 67 62 190 
“4 69 58 157 
7 40) 171 

2 bt 15 81 
2 t 34 173 
s 42 204 

69 34 222 

Os ( 20 1) 
s ) 12 189 
79 30 228 

f Life Insura ate ba f reports from 


VETERANS’ ADMINISTRATION, 
Washington, D. C., May 15, 1941. 
{D 
15-5] 


Section 36 4312 


fees and charges 


eneral information are the following 


Mr. Samuel Ik. Neel, Washingtor 


counsel, Mortgage 
f America, dated April 26, 1951, in which some important 


uestions are answered. This letter had the concurrence of 


itor’s opinion of April 24, 1951, serial 159-51, subject: 

lender by real-estate broker from 
int equal to 1 percent of the veteran’s loan—Regu- 
12. 1950 


tor’s opinion of April 30, 1951, addressed to Mr. Robert 


Above it is suggested that vou review at this time our 


14, 1950, and the amendment thereto of Julv 31, 1950, 


‘ges—revised schedule and certification procedure and 
312 Certification Procedure all-station letter of July 1 1, 


vour attention is invited to Opinions of the Solicitor 


950, and Opinions of the Solicitor 624-50, December 26, 


if fees and charges questions 


ned from various sources that many unique arrangements 


imitations imposed by VA schedules. Some verge 
and some may be violative of the law, and may involve 

tion to the certifications as to fees and 
re requires. You are consequently urged to implant 
ers of the Loan Guaranty Service in your region the 


advisability of refraining from endorsing any local practice that may be viewed 
as improper in the light of all the pertinent facts It would be most regrettable 
were any lender or builder to rely on such an endorsement to his damage, In- 


quiries 1ncoming as to su 


is proper, should be given 


answer the inquiry shou 
every instance will have 


h matters should in all cases be in writing and, if a reply 
a written reply Where there is doubt as to the proper 
i be referred to this office Replies from this office in 
been cleared in advance with the Solicitor. 

T. B. Kina, 
Director, Loan Guaranty Service. 





ur 
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APRIL 26, 1951. 
Mr. SAMUEL E. NEEL, 
Washington Counsel, 
Mortgage Bankers Association of America, 
Washinaton, D. C. 

Dear Mr. NEAL: This is in reply to your letter of April 17, 1951, concerning 
fees and charges which may be imposed pursuant to section 36:4312 of the Loan 
Guaranty Regulations. 

As you know, Congress has directed the Veterans’ Administration to control by 
regulation the charges and fees which lenders may impose upon the builder and 
veteran in connection with the financing of the construction and sale of new 
housing and against the veteran in connection with the financing of the sale 
of existing housing. This direction is contained in section 504 of the Housing Act 
of 1950 effective April 20, 1950, and reads as follows: 

“Sec. 504. With respect to housing built or sold with assistance provided 
under the National Housing Act, as amended, or Title III of the Servicemen’s 
Readjustment Act of 1944, as amended, the Federal Housing Commissioner and 
the Administrator of Veterans’ Affairs, respectively, are hereby specifically 
authorized and directed to issue such regulations, applicable uniformly to all 
classes of mortgagees, as they determine desirable for the purpose of limiting 
the charges and fees imposed upon the builder, veteran, or other purchaser in 
connection with the financing of the construction or sale of such housing, whether 
or not such charges were or are imposed in connection with the financing assisted 
by the Federal Government, and no loan shall be insured or guaranteed under 
such Acts unless the mortgagee certifies that it has not imposed upon the builder, 
veteran, or other purchaser anv charges or fees in connection with the financing 
of the construction or sale of such housing in excess of the charges or fees permitted 
under such regulations for such purposes as are applicable to the housing involved.” 

Carrving out this legislative mane Veterans’ Administrs effective 
July 12, 1950, changed section 36:431: of the Loan Guaranty Regulations to 
read as follows: 


“Src. 36:4312 Closing Costs a Any costs or expenses incurred in closing a 








loan or finaneing a purchase and normally required to be paid by a purchaser or 
lienor incident to the making of a loan under local lending customs may be included 
in the amount paid out of the proceeds of a guaranteed or insured loan, except 
that no brokerage or service charge or their equivalent not expressly approved 
under schedules set up in advance by the Administrator may be charged against 
the debtor or the proceeds of the loan either initially, periodically, or otherwise: 
Provided, That no loan for the purchase or construction of a dwelling unit on which 
the Administrator receives a request for a determination of reasonable value on or 
after Julv 17, 1950, shall be guaranteed or insured unles 

1) The lender certifies to the Administrator that it has not imposed and will 
not impose any charges or fees against the veteran in excess of those allowed in 
such schedules; or 

‘(2) If such request relates to a new dwelling unit which has not been occupied 

previously and which is to be purchased by a veteran, the lender certifies to the 
Administrator that in connection with financing the construction or sale of such 
dwelling unit it has not imposed and will not impose upon the builder or veteran 
any fees or charges in excess of those allowed in the applicable schedule so approved 
by the Administrator, and, if the loan to be guaranteed or insured is made by a 
lender other than that which financed the construction of such unit, the Admin- 
istrator is furnished a further certification either 

i $y the builder that he has not paid and will not pay any charges or fees 
in excess of those allowed in applicable schedules or 














ii) By the lender which made the construction loan that it has not impo 
and will not impose charges in relation to such unit whi ire in @X : those 
allowed in the said schedules. 

> * * n « x 


The local application of the quoted regulation is in the fee schedules approved 


by the various loan guaranty officers. Schedules issued shortly after November 
30, 1949, control charges with respect to the permanent loans and schedules issued 
effective July 17, 1950, control conventional construction loan charges It is 


important to note in this connection that with respect to the builder’s constructior 





financing the lender is limited to the locally approved charge for construction 
supervision and inspection which charge in some regions is less than the national 
maximum of 2% percent. The maximum interest rate chargeable on construction 
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I incing obtained by the bullae is 5 percent per annum on amounts actually 
( rhis rate is pet é ill localities 
| er reference j ade to several basic situations which will be dis- 
( { i ‘ il 
Le er? es const? tion loan tol er but a not make the purchase mortgage 
| this instance the lender maki the construction loan to the builder may 
charge the builder interest at the rate of 5 percent per annum on funds actually 


ervision and inspection fee not in excess of that 


Vetera Administration fe chedule 























r ed +} 
ihe lender may charge more than a 5-percent interest rate or more than the 
ipervision and inspection fee if the aggregate dollar amount realized 
ler is not in exe of t total dollar amount that the lender would 
realize had it charged interest at the rate of 5 percent and the approved Veterans’ 
Admi tration fee for super ” and inspection. 
cample: 6 percent interest could be charged provided the supervision and 
inspection were reduced enough below the approved local maximum so that the 
amount realized from the 6 percent interest charge added to the amount of the 
supervision and inspection fee would not exceed the total that would have been 
realized from a 5 percent interest rate and a supervision and inspection charge 
in a rdance with the local Veteran Administration schedule. | 
B.L f La purchase-mortqage nan to veteran but did not make construction 
oa to d 
In addition to the regular loan-closing charges approved in the local Veterans 
Admi ratio e schedul title insurance, credit report, etc.), lender is 
d rized t ura e veteran or builder 1 percent of the principal amount of 
or $50, whichever is greate1 The lender may not charge the veteran 
or | 1 ’ fee for t I ise-mortgage loan to the veteran which, 
vd 1 any fe harged the other part auses the total charge to exceed 
rmiss ma ul | er words, 1 percent or $50, whichever is greater, 
‘ aximum hi the lender harge the veteran and builder, and that 
‘ 1 lI! ic! | ‘ ili Or l! ly Ca a) 
( Le neice the constructio 07 » bu lé ind also the Pp chase-mo tgaqe loan 
O e ( ruction ul builder, lender may charge the builder an 
aggregate amount which is not excess of 5 percent interest per annum on funds 
uctually disbursed plus the arge for supervision and inspection permissible 
inder the local Veterans’ Admil ration fee schedule If the maximum agegre- 
9 permissible has been charged t builder, the lender may not charge the 
vetera the 1 percent flat urge permitted to be charged the veteran where dif- 
ferent lenders make the construction and the purchase-mortgage loans. However, 
e lender may split up the maximum charge permitted to be made on the con- 
struction loan between the builder and the veteran provided the charge to the 
veteran does not exceed 1 percent of the principal amount of the purchase- 
rtgage loar As in A, above, lender also may exceed the respective maxima 
on the interest rate or the construction supervision and inspection fee if in so 
doing the al dollar amount realized does not exceed the aggregate maximum 
permiss1DI¢ 
D. Lende make nterim conventional construction loan to veteran and also makes 
the ‘“‘permanent’’ quaranteed mo igage loan to veteran upon completion of 
construction 
In this case interest on the interim construction loan cannot exceed 5 percent 
per annum on funds actually disbursed. The supervision and inspection fee 
ma ot exceed that permitted in the local Veterans’ Administration conventional 
construction loan-fee schedule Interest rate or supervision and inspection fee 
may be exceeded as indicat i, above, provided limitations stated therein 
are obser 1 If veteran i ‘ged maximum permissible on the interim con- 
struc the lender may not charge any part of the 1 percent flat fee when 
making the “permanent”’ mortgage loa 
E. Charge against real-estate broker by lender making purchase-mortgage loan to 
eterar 


In a recent case the project builder gave the real-estate broker an exclusive 
real-estate sales commission contract for the sale of the houses to the ultimate 
asers The real-estate broker arranged to have lender make the purchase- 
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mortgage loans to the purchasers. The lender charged the real-estate broker a 
fee for making the purchase loans. 

Each case must stand on its own facts If the transaction is bona fide in all 
its aspects and the real-estate commission charged is not in excess of the rate 
customary in the locality, the charge to the broker by the lender would not be in 
violation of section 36:4312 of the regulations 


F, Charge against builder by loan broker retained hy builder to a range p irchasee 


mortgage loans for veterans purchasing homes from huilde 


Each case must stand on its own facts If the transaction is bona fide in all 
respects, section 36:4312 of the regulations as the same now provides does not 
preclude builder paying loan broker to find a lender, prepare the necessary 
papers, or carry on negotiations leading up to the making of the loan, provided 

7 the person so employed is not the agent or employee of the lender and provided 
further that the fee or part thereof charged by the loan broker is not paid over to 
the lender. Section 36:4312 (a) precludes the payment of such fee by the veterar 


G. Charge against seller hb / lender mak ng quart nteed purchase mortgage lnan to 


e vele ran jor purchase of ¢ risting pre ously occupied) property 


As of this date, Veterans’ Administration does not have authority under 
existing statutes to control charges against the seller of existing property provided 
such charges are not passed on to the veterar 

We trust that the foregoing will be helpful to you in answering inquiries 
presented to you, . 

Very truly yours, 
T. B. Kine 


OFFICE OF THE SOLICITOR, 
Ap 24, 1951. 

lo: Chief attorney, VA regional office, Seattle, Wash 
Subject: Loan-guaranty closing costs; payment to lender by real-estate broker 

from his commission an amount equal to | percent of the veteran’s loan (regu- 

lation 46:4312 (a), July 12, 1950 

1. This refers to your letter dated April 2, 1951, which in part reads: 

“A Seattle lender proposes to avoid the limitations set forth in section 36:4312 
a) of the regulations, effective July 17, 1950, in the case of the purchase of a new 
home by a veteran, by having the real-estate broker handling the sale pay to it 


from his commission 1 percent of the amount of the veteran’s loan 


2. The qu stion is whether this } roposal assuming it is put into practice by the 
lender) is contrary to the provisions of regulation 36:4312 (a), effective July 17, 
1950 

3. Pursuant to section 504 of the Housing Act of 1950, effective April 20, 1950, 
regulation 36:4312 (a) was amended to read 

A) Any costs or expenses incurred in closing a loan or financing a purchase 
and normally required to be paid by a purchaser or lienor incident to the making of 





P a loan under local lending customs may be included in the amount paid out of the 
proceeds of a guaranteed or insured loan, except that no brokerage or service charge 
or their equivalent not expressly approved under schedules set up in advance by 
the Administrator may be charged against the debtor or the proceeds of the loan 

+ either initially, periodically oo otherwise: Provided, That no loan for the | urchase 


or construction of a dwelling unit on which the Administrator receives a request 


for a determination of reasonable value on or after July 17, 1950, shall be guaran- 
teed or insured unless 

(1) The lender certifies to the Administrator that it has not imposed and will 
not impose any charges or fees against the veteran in excess of those allowed ir 
such schedules; or 





‘(2) Tf such request relates to a new dwellit unit which has not been occupied 
previously and which is to be purchased by a veteran, the lender certifies to the 
Administrator that in connection with financing the construction or sale of suc 
dwelling unit it has not imposed and will not impose upor! the builder or veterat 
any fees or charges in excess of those allowed in the applicable schedule so approved 
bv the Administrator: and, if the loan to be guaranteed or insured is made by a 
lender other than that which financed the construction of such unit, the Adminis- 
trator is furnished a further certification either 
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a) By the builder that he has not paid and will not pay any charges or 
fees in excess of those allowed in applicable schedules, or 
b) By the lender which made the construction loan that it has not 
imposed and will not impose charges in relation to such unit which are in 
excess of those allowed in the said schedules. 
Loans guaranteed or insured pursuant to section 505 (a) of the Act shall not 
exceed 20 perce of the purchase price as defined in R & P R 1301 ( LAD.” 
In Opinion of Solicitor 624-50, construing said amended regulation, it was 
stated 
A consideration of Section 504 of the Housing Act of 1950 makes clear the 
intent to regulate charges imposed on the builder or purchaser in connection 
with the financing of either the construction or the sale of the specified housing. 








The VA amendment is equally clear. Your attention is invited to the following 
language of Paragraph A in Regulation 36:4312: ‘Provided, That no loan for the 
purchase or construction of a dwelling unit * * *'. Subparagraph (1) of Regu 
lation 36:4312 (a) requires the lender to certify that it has not and will not impose 
any excessive charges against the veteran. Subparagraph (2) requires the lender 


to certify, in connection with financing the construction or sale of a new dwelling 
init, s not imposed and will not impose upon the builder or veteran any 
excessive charges and where, as a prac tical matter, the lender cannot certify that 
no excessive charges were made during construction (because a different lender 
financed the eee , the Administrator must be furnished a further certifica- 





tion, either by the builder that he has not paid and will not pay any charges in 
excess of those allowed in applicable schedules, or by the lender which financed the 
construction, that no such charges were imposed 

* * * * a * * 


“Tn reply to your inquiry, it is the opinion of this Office that if the loan is for 
the purchase of an existing dwelling 


one previously occupied), Regulation 
36:4312 \ , Supra and the schedules therein mentioned . control the charges 
only as against the veteran. Onl5 the purchase financing charges are controlled. 


There is no control over the charges against the seller provided they are not passed 
on tothe veteran. It is further the opinion of this office that, if proposed construe- 
tion is involved or if the property purchased is a newly completed dwelling (not 
previously occupied), the fees and charges which may be imposed on the builder 
seller) are controlled and limited by the applicable schedules referred to in 
Regulation 36:4312 (a), supra.” 

4. In considering the above it is clear that regulation 36:4312 (a), supra, con- 

tains no language directly placing any restrictions on the financial arrangements 
which may be effected between the real-estate broker and the lender if those 
arrangements do not or will noc result in imposing any charges or fees against 
the veteran (or against the seller or veteran in case of new construction) in excess 
of those allowed in the schedules referred to in the said regulation. The lender, 
however, cannot do indirectly what he is prohibited from doing directly. If 
the real-estate broker increases his commission in an amount sufficient to pay 
the 1 percent fee to the lender and this augmented fee is passed on to the veteran 
or the seller), the indirect result will be the same as though the said 1 percent 
fee were charged directly to the “ teran (or seller) by the lender, and the payment 
in that case of the 1 percent fee by the real-estate broker to the lender will con- 
stitute a violation of re gulation 36:4312 (a). On the other hand, if the real-estate 
broker in fact does not increase his commission, the fact that he chooses to pay a 
part the reof to the lender is of no concern to the Administrator, since there is no 
increase in charges against the veteran (or against the seller or veteran in case of 
new construction). Whether this is true or not is essentially a fact question. 
One criterion for testing whether the real-estate broker’s commission has been 
augmented is the schedule of real-estate brokers’ commissions promulgated (or 
generally followed) in most localities. 
5. In view of the above, it is the opinion of this Office that the payment to the 
lender by the real-estate broker from his commission of an amount equal to 1 per- 
cent of the loan is not contrary to the provisions of regulation 36:4312 (a) provided 
the said fee is in good faith paid from the real-estate broker’s normal commission 
which has not been increased to cover the said disbursement, thereby indirectly 
obtaining the amount of the said 1 percent fee from a veteran (or from the 
veteran he seller in case of new construction). If in fact the said 1 percent 
fee is ind ly paid by the veteran (or in case of new canatrnel ion by the veteran 
or seller), the lender will be unable to truthfully make the certifications required 
by regulation 36:4312 (a 








EpwaRp | Opom, Solicitor. 
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OFFICE OF SOLICITOR, 
Apri 380, 1951. 
Mr. Rosert F. Howe tt, 
Springfield, Mo. 


Dear Mr. Howe ut: Reference is made to your letter of April 23, 1951, in which 
you have discussed the problem presented to you in connection with the closing 
of loans to veterans in connection with the regulations of the Veterans’ Adminis- 
tration fixing maximum fees and charges which may be made against the veteran. 

A question similar to that presented in your letter was recently presented to this 
office in a case from Seattle, Wash., and an opinion was rendered dated April 24, 
1951 (Op. Sol. 159-51). I enclose a copy for your use. 

Your present difficulty seems to be that a lending agency to which you have been 
selling loans at a discount of 1 percent has now increased the discount requirements 
and is requiring 6 percent discount.. It seems obvious, therefore, that the diffi- 
culties with which you find yourself involved are a result of the action of the lend- 
ing agency in increasing its demand for discount rather than the loan guaranty 
regulations which are designed to prevent excessive costs from being passed on to 
the veteran. 

You have asked six questions on the third page of your letter. I will hereafter 
set forth a copy of each question as stated in your letter and give my answers 
according to my interpretation of the Veterans’ Administration regulations 

1. Is it proper for the seller (in these cases, the builder) or the real estate agent 
to pay the discount for selling and closing these GI loans? 

Answer. It is not proper for the builder to pay the charges resulting from the 
discount rate demanded by the lending agency. It is not improper for the real 
estate agent to absorb such discount charge of the lending institution out of his 
commission provided his commission is not increased above the commission nor- 
mally charged in the area. In other words, so long as added fees are not passed 
on to the veteran, the agent can pay them 

2. If not, can the agent absorb the charges out of his sales commissions? 

Answer. The answer to question 1 answers this question. 

3. Since the discount virtually equals the agent’s sales commission, can he 
properly increase his commission rate to cover GI transactions? 

Answer. No. 

4. In the event no agent is involved in the sales, is it proper for the builder to 
pay the discount chargeable by the mortgage investor? 

Answer. No. 

5. If the answer is ‘‘No’”’ to the above questions, can the veteran-purchaser, of 
his own volition, pay the amount of discount required under current market condi- 
tions in order to close his purchase? 

Answer. No. 

6. Is the cost of sales an acknowledged cost in the sale of a home under the 
GI housing program and is it given weight in the appraisals? If so, is 5 percent 
considered reasonable for such sales services? 

Answer. The answer to the first portion of question 6 is in the negative, conse- 
quently there is no necessity for answering the last portion of question 6. 

In connection with the last paragraph of your letter in which you suggest that 
the interest rate of veterans’ loans be increased to 414 percent, I wish to advise 
that the matter of increasing the interest rate to 4% pereent has been presented 
to the Administrator and he has declined to do what is required by law to accom- 
plish the change. 

Very truly yours, 
ot Epwarp E. Opom, Solicitor 





Exutipir 5 


VETERANS’ ADMINISTRATION, 
Washington 25, D. C., February 8, 1962. 
To: Managers, all VA regional offices. 
Attention: Loan guaranty officer. 
Subject: Section 36:4312—Fees and charges. 

1. Reference is made to all-station letter 45-51, dated May 15, 1951, subject as 
above, and the copy of letter of April 26, 1951, to Mr. Samuel E. Neel, Mortgage 
Bankers Association Washington counsel, attached thereto. Inquiries being 
received in central office indicate the advisability of further clarification of para- 
graphs E and F of the Neel letter. 
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2. You are advised that the principles set forth in paragraphs E and F of the 
Neel letter, as hereinafter augmented, are now applicable not only to new- 
construction cases but to existing-property cases as well where certificates of 
reasonable value were requested on or after December 15, 1951. 

3. The statement in paragraph E of the Neel letter is augmented to read as 
follows 

Each case must stand on its own facts. If the sales-brokerage transaction is 
(1) bona fide in all its aspects and (2) the real estate commission charged is not in 
excess of the rate which was customary in the locality for comparable services prior 
to any increase which may have been effected in the customary rate due to the 
necessity for splitting commissions with lenders, the charge to the real estate sales 
lender would not be in violation of section 36:4312 of the regulations. 

It also is considered not to be in violation of the regulations for a lender, who 
is a properly license 





ss broker, to collect a sales commission from 





builder or other seller so long as such commission is actually earned and the total 
commission paid by the builder or other seller in the particular case (to the lender- 
broker and others) is not in excess of the rate and amount which was customary 
in the locality for comparable services prior to any increase which may have been 
effected in the customary rate due to the necessity for splitting commissions with 
It lers 
1. The principles fort 1 paragraph F of the Neel letter are augmented to 
read fol 
Ka case must stand on its own facts If the transaction is bona fide in all 
respect ection 36:4312 of the re ilations, as the same now provides, does not 
preclude the builder or other seller paying a loan broker to find a le nder, prepare 
the necessary application papers, or carry on negotiations leading up to the making 
of the loar Provide I} person, firm, or corporation so ¢ mployed is not the 
agent, empiovee, affiliat« ibsidiary of the lender, or the employee or agent of a 
it liary or atfhiliate of ti! lende ind provided further, That the fee or part 
therefore charged by re Aa broker Is not paid over to the lender or to its em- 
ployer agents, affiliate l i 
5. You are further adv i that notwithstanding the fact that we have deter- 
1 t transactions within the purview of either paragraph E or F of the 
Neel | ( as hereinabove augmented, are not in violation of the regulations, it 


neverthetess is our view that where one person, firm, or corporation undertakes to 





act as both a sales broker and loan broker (finder) in same case, the transaction 

al under the regulations if any sum is paid by the broker to the lender, its 
agents, employees, subsidiat or aff regardless of the source or identity of 
the funds from which such payment is 





T. B. Kine, 


D ector, Loan G saranty Service 





EXHIBIT 6 


VETERANS’ ADMINISTRATION, 
Washinaton 25, D Gs January 29, 1952. 
Mr. SaMuEt E. NEEL, 
Washin jton Counse | Mo igadge Banl ers Association of Amer ca, 
Washington, D. C. 

Dear Mr. Net: This is in reply to your letter of January 22, 1952, in which 
the following question is presented: 

“May a lender, as mortgagee, close a group of mortgages guaranteed by the 
Veterans’ Administration, making full disbursement, and require the builder to 
ito a firm : ement to repurchase the mortgages at par after a given 
number of months (for exan ple 5 months upon demand, in the event the lender 
has been unable during that period to sell the mortgages at par with a reasonable 
fee allowed for servicing (for example, one-half percent - and further, in instances 
where the lender is not fully satisfied of the financial responsibility of the builder, 
may | the builder to post a bond or deposit with him or with a third 
party, to be held in trust to guarantee performance of the repurchsse agreement, 
said bond or deposit to be returned to the builder in the event the builder repur- 
chases the mortgages as required by the agreement, but to be forfeited to the 
lender in the event of the builder’s failure to repurchase the mortgages?’ 


enter iv 





require 











he 
We 


of 
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Under the conditions hereinafter stated, it does not appear that such an arrange- 
ment ‘would be precluded under section 36:4312 or any other section of the VA 
Loan Guaranty Regulations. 

The purchase agreement must unqualifiedly obligate the builder to purchase 
the loans (not sold at par by the lender) at not in excess of par and accrued interest 
at the end of the stated period, which we think should be a minimum of 4 months; 
must give the builder the right to buy back the loans at not in excess of par and 
accrued interest at any time prior to the expiration of the stated period; and must 
preclude the lender disposing of the loans to anyone other than the builder at 
less than par and accrued interest at any time prior to the expiration of the 
stated period. 

This advice assumes that the ‘‘repurchase agreement’ is a bona fide agreement 
from its inception. It should be borne in mind that the certification of the lender 
that it has not charged and will not charge the builder any fee in connection with 
the VA 501 loans made by the lender would be regarded by the Veterans’ Admin- 
istration as false if the attendant facts indicated that the agreement was not 
bona fide and was a subterfuge for charging a fee to the builder. Facets which 
would serve to create a prima facie presumption of a nonbona fide agreement 
would include such matters as the existence of a contract between the lender 
and a private investor for the sale of the loans at a discount which was entered 
into at approximately the same time as the purchase agreement. The same pre- 
sumption would arise if the loans were disposed of to a private investor by the 
lender at a discount prior to the expiration of the period during which the lender 
had agreed to locate a buyer willing to purchase at par. In addition, a cancella- 
tion or modification of the agreement, after it has been entered into, which allows 
the lender to sell the loans at a discount prior to the expiration of the period orig- 
inally stated in the contract would make the purchase agreement suspect and 
would place the burden on the builder and lender to show facts which affirm that 
the original contract was a bona fide arrangement at its inception. 

Very truly yours, 





T. B. Kina, 


Director, Loan G saranty S¢ ice 


EXHIBIT 7 


VETERANS’ ADMINISTRATION 
Wash ngton ». dD. ¢ Apri >. 195 
To: Manager, all VA regional offices 
Subject: Fees and charges—Sale of loans by builder-lender at a discount 
1. We have heretofore advised some regional offices that where a builder closes 
loans in his own name as mortgagee the VA has no control over the price at 
which he may sell his loans notwithstanding the fact that prior to closing such 
loans the builder had obtained a purchase commitment from the private investor 
to which the loans were sold, and further, that we did not consider the legality 
of the transaction to be affected in anv manner by the fact that the builder, in 
order to obtain such commitment, had to pay a commitment fee to the private 
investor. 
2. It has come to our attention, however, that in some few instances con- 
struction-money lenders are requiring, as a condition to Making construction 
loans. that the builder agree to consummate the VA-guaranteed loans in its own 
name and thereafter sell such loans to the construction-money lender at a dis- 


count After thorough consideration in this office and discussion with the Solici- 


tor’s office it has been concluded that such loans would not be eligible for guaranty 
under such conditions. 
3. In view of the foregoing, you should refuse to issue commitments or evi- 


dences of guaranty in any case where the arrangement outlined in paragraph 2 


above is known to exist and any lenders known or thought to be using such an 
arrangement should be advised promptly of the foregoing Che rule stated in 
paragraph 1 continues to be applicable in those cases where the builder-lender 


sells the loans to a private investor who did not supply the construction financing 


T. B.. Kina, 
D rector. Loan Guaranty Service 
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Exuarpit 8 


VETERANS’ ADMINISTRATION, 
Washington 25, D. C., May 29, 1952. 
To: Manager, all VA regional offices. 
Attention: Loan guaranty officer. 
Subject: Fees and charges. 

1. Experience over the past several months demonstrates that the nature and 
scope of arrangements incident to the construction or sale of properties under the 
GI loan program are such that they may, unless curbed, substantially defeat the 
purpose which the Congress aimed to achieve in enacting section 504 of the 
Housing Act of 1950. It is clear that administrative action by VA is needed to 
prevent the abuses which will inevitably be involved. To that end you will 
immediately put into effect the following procedure and requirements. 

2. You will require as to any requests submitted to your office on or after May 
28, 1952 for establishment of reasonable value on new construction that the builder 
make a certification evidencing plainly that the charges he will be required to pay 
to obtain financing for the construction and sale of the units included in the re- 
quest wii! not be in excess of the maximum prescribed under the local fee schedule 
governing conventional construction financing. This certification will take the 
place of the certifications currently required to be made on VA Form 4—1805, 
“Request for determination of reasonable value.’’ There is enclosed the tentative 
draft of the wording which should be used for this certification. You will use this 
wording until you are furnished a more formal prescription from central office to 
service that purpose 

3. As you will note from the text of the new certification, it is designed to 
impose further curbs upon the ability of a builder to underwrite the sale of GI 
loans at a discount. Henceforward, under this certification, no builder will be free, 
in advance of completing and selling his houses, to obligate himself in any way to 
deliver GI loans to be made or acquired by him to an investor at a price under 
par or to cover or absorb any charge which may be exacted or entailed in connec- 
tion with the disposition of the ‘“‘take-out’’ or permanent financing (unless such 
charge when added to the total paid for the construction financing does not add 
up to more than the maximum permitted to be paid for such financing under the 
VA schedule 

For example, B, builder, pays L, lender, a 1%-percent charge for con- 
struction money, and L also charges 5 percent of interest on advances as 
disbursed. The VA local schedule permits a 244-percent charge. B may pay 
H, ultimate holder, a ‘‘take-out,’’ up to 1 percent for H’s agreement to 
make or buy those GI loans that may result from the sale of any of the 
units in the project. The ‘‘take-out’’ charge would have to be based on the 
portion of the total construction advances determined to be allocable to the 
particular unit. The ‘‘take-out’’ agreement would have to be for delivery 
at not less than par. 

However, it will be noted that it is not thought necessary at this time to preclude 
the builder from seeking from investors an offer to purchase loans for any amount 
(even though less than par), provided the builder does not obligate himself prior 
to loan closing to deliver the loans at less than par and provided further that the 
total paid by the builder for such offer plus the sum paid for the construction 
financing does not exceed the maximum allowable under the local schedule. 

1. At the same time it will be noted that neither the statute nor the imple- 
menting regulation 36:4312 precludes any holder of GI loans from disposing 
of them at any time after origination at the then current market price. Nor does 
the certificate prescribed herein change that feature of the GI loan. It is con- 
sequently recognized that it will still be possible for those builders who originate 
GI loans themselves to sell them at whatever price is obtainable after orgination, 
or to agree (in advance of construction or origination) to buy them at par from an 
originator, likewise contemplating their subsequent resale at the then current 
market price. It is not regarded that any such practice or agreement necessarily 
would involve a breach of the certification so long as there is no evidence of 
any agreement obligating the builder, in advance of his acquisition of the com- 
pleted loans, to sell or resell them at a discount or under any other arrangement 
that will net him less than par (subject to the leeway afforded him by the ruling 
expressed in par. 3 above, as illustrated in the example set forth in that paragraph). 
5. Warehousing practices: Any fee or rate of interest charged to a builder 
under an arrangement which he enters into prior to the origination of GI loans 
must be within the allowable maximum as described in paragraph 3 above, 





e 
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Consistent with that, the terms of any agreement entered into by the builder 
in advance of origination for the deposit, pledge or ‘“‘warehousing”’ of GI loans 
pending sale to an ultimate holder would not violate the new certification, pro- 
vided sufficient time to test the market is allowed to the depositor and if the right 
of the depositor to sell the ‘“‘warehoused”’ loans within that time without addi- 
tional penalty or fee is unrestricted; e. g., a stipulation that the person “‘ware- 
housing”’ the loans shall be allowed to retain the servicing would be regarded as a 
violation of the certification. 

6. The foregoing is designed to achieve VA’s determination that the accom- 
plishment of the purposes of the statute shall be assured by the elimination 
of those various agreements, commitments or arrangements that ential the 
sale of GI loans at a discount in advance of their origination, or that contemplate 
the future delivery of GI loans, not vet originated, at a discount. 

7. It is to be observed from the wording of the new certification that the terms 
of any repurchase agreement hereafter entered into by an originating lender and 
a builder in respect to units covered by the certification must bind that lender, 
while the agreement is in force, not to enter into any agreement or arrangement 
which contempiates the future delivery of those loans at less than par. If any 
such commitments or agreements made in relation to units covered by the new 
certification reach your attention it will be necessary for you to request full dis- 
closure of the facts and address the same to the attention of this office so that 
any further action that may be necessary or warranted may be studied or taken. 

8. Coincident with the requirement of this broader certification from the 
builder it is believed that other objectionable marketing practices will be dis- 
couraged and more salutary practices encouraged by revoking the provision of 
the present schedules of fees and charges which preclude a construction lender 
from charging a borrower the 1 percent origination fee allowed to any other origi- 
nator under paragraph B of the Schedule of Closing Costs, effective November 
1949. As to those units covered by the new certification agreement paragraph 4 
of the Supplemental Schedule for Conventional Construction Financing, effective 
July 17, 1950, is hereby revoked. Moreover, said paragraph 4 is hereby revoked 
with respect to any loans on units not covered by the new certification as to 
which a Form 4—1802 or Form 4—1820 is incoming to your office after May 28, 
1952, provided you are advised in writing by the lender that it had not made 
any commitment to the builder or veteran to make such loan prior to that date. 

9. Your attention is again directed to the fact that All Station Letter No. 45-51, 
dated May 15, 1951, requires that inquiries as to the permissibility of arrange- 
ments which seek to offset the fee limitations should not be discussed orally with 
inquirants by personnel of your staff. Inquiries incoming as to such matters 
should in all cases be in writing and, if a reply is proper, should be given a written 
reply. Where there is doubt as to the proper answer the inquiry should be referred 
by you to the central office. 

10. You will immediately distribute copies of this advice and the form of 
certification, without any change thereto, to all lenders, builders and other 
interested parties without regard to the provisions of Loan Guaranty Notice 
No. 132. You are requested to forward three copies of your release to central 
office. 

T. B. Kina, 
Director, Loan Guaranty Service. 


CERTIFICATION 


The undersigned builder hereby certifies and represents to the Administrator 
of Veterans’ Affairs that 
The total amount paid or to be paid for charges and fees incurred by the 
undersigned to procure or facilitate financing for the construction and sale 
of the dwelling units to which the attached request for determination of 
reasonable value relates, including those charges paid or to be paid by the 
undersigned for commitments, written or oral, relating to the origination 
and sale of any VA guaranteed loans that may finance the sale of the related 
units to eligible veterans, will not be in excess of the maximum amount 
allowable in the applicable local schedule for conventional construction 
financing approved by the Administrator under section 36:4312 of the VA 
Loan Guaranty Regulations; and 
The undersigned has not entered into any arrangement or agreement 
which obligates the undersigned to sell at less than par any VA guaranteed 
loans which may originate from the sale of the units covered by the attached 
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request, and will not enter into any such arrangement or agreement at any 
time prior to the closing of such loans; and 

The undersigned will not enter into any agreement or arrangement with 
any person whereby the undersigned obligates itself to purchase loans which 





are guaranteed or insured under title III of the Servicemen’s Readjustment 
Act of 1944, as amended, from such person except in writing, a copy of which 
will be made available to the Veterans’ Administration at any time at its 
request. The undersigned further represents and agrees that any such writing 
1 such terms as to bind the other party or parties thereto, so long 
as the right of the undersigned to purchase such loans has not expired, not 
to enter into any agreement of any kind which contemplates a sale of the 
loans at less than par, or to seek or accept a commitment from a third party 

for the purchase of the loans at less than par. 

The undersigned acknowledges that it has made the above certifications in 
order to cause the Administrator of Veterans’ Affairs to issue evidence of guaranty 
or insurance pursuant to the provisions of title III of the Servicemen’s Readjust- 
ment Act of 1944, as amended, and are made in full recognition of the provisions 

f section 1001 of title 18 of the United States Code which make it a criminal 
offense to make a false statement or representation willfully to any department or 
agency of the United States with respect to any matter within its jurisdiction. 








Nan ~~~ Builder 
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Exuisit 9 
TB 4A-124 


VETERANS ADMINISTRATION TECHNICAL BULLETIN 
Washington 25, D. C., August 22, 1952 
FEES AND DISCOUNT PRACTICES 


1. Sundry methods proposed by various originators of GI loans in order to 
effect sale of such loans, or to encourage sources of construction money for units 
which seem destined for marketing with the aid of GI loans have been submitted 
with requests for approval by the VA 

2. Efforts have been made by the Loan Guaranty Service. notably as set forth 
in two letters of the Director, Loan Guaranty Service, dated January 29, 1952 
reference LGL 8— , and May 29, 1952 (reference 65-52), respectively, copies of 
which were listributed to all regional offices, to express opinion as to whether 
specific arrangements, based on the facts as submitted, were or were not per- 








missible under the law {t the same time it was emphasized by VA that such 
opinion was not determinative of the proper interpretation to be accorded the 
law or to its application to a particular arrangement or set of facts. That deter- 


nination can, of course, only be had as the result of the findings of a court of 
competent jurisdiction before which the question may ultimately be presented. 


3. In the meantime the VA is in receipt of various requests, incoming directly 








Central Office, or submitted by field offices under pa raph 3 of the letter of 
Director, Loan Guaranty Service, dated May 15, 1951 (reference 45-51), that 

VA advise whether new and sometimes novel proposed arrangements are “‘legal.’’ 
Some of these are of questionable validity Some may be classed as borderline 
r marginal. It is not appropriate for the VA to advise private individuals or 
institutions generally or specifically as to proposed arrangements the obvious 
} rpose of whicl is to circumvent the objectives of the aw. On the other hand 
is appropriate to give those who are in good faith participating in the program 
clarifving information and interpretation as to the proper meaning and scope of 
related regulations, directives, and schedules. Often the distinetion between 
hat is and what is not permissible may be difficult to establish; often it may be 
fic to maintain in its application to a particular set of facts. Nevertheless, 
the attempt must be made. It is believed that within the maintenance of that 
1 ction such comment or guidance as those participating in the program may 


justly be entitled to receive from the Government by way of advice, or inter- 
pretation, has been largely supplied in the various interpretative opinions of 
comments so far issued Moreover, the application and significance of the 
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certifications that are required to be supplied seem to be self-explanatory. Wher 
further delineation of particulars is deemed essential by individuals, it would 
seem more in keeping with established practices common in relation to all business 
dealings if those concerned with the reach of the law, and of the regulations and 
certifications issued under it, were to re ly upon the interpretation or advice of 
private counsel of their own choosing as to whether they are proceeding within 
the confines of the law, or otherwise (nd it would seem more in keeping with 
their professional responsibilities and their proper discharge if such advisers would 
not simply pass the question on to the ney coneerned (in this case the VA 
Consequently, the VA will henceforward refrain from expression of opinion upon 
the permissibility of any specific arrangement or agreement which is proposed 
for use by private parties, 


t. What has just been said is not to be construed as meanir 











g that VA neces- 
sarily will consider a plan or action lawful and refrain from applying proper legal 
sanctions solely because the party using a plan was advised by counsel, or believed, 
that the plan or action was lawful 

5. Considering the other class of submissions noted in the distinetion made 
above, viz., these situations wherein VA has a responsibility to render interpreta- 
tion, or decision, or wherein loans submitted for processing are affected by ar 


utsta 
OULSTE« 





ing arrangement, such will continue to be made in writing by the Loar 
Guaranty Service, with clearance by the S« 


offices are urged to exereise every care to 














May 15, 1951, referred to above, except ths I Ipon 
or to refer to Central Offic 1DMIssioNns 1 nt \s 
col ! plate by VA Reg ! I Le p 
required « ificatior int he kn Ss the I 

eC! he ould refuse to issue a < cate ¢ ! 
reaso or withhold suet uance per ef ( ( 

( i] esp 1h} f th field o ce for \ 
when a l Iss1on YT iaral r for prio t a 

ent ich | in a Lae I f Off 
be que l bl \otwit tand is 
nec \ ny ich } ( \ 195] 

ferred to above, to withhold pro¢ ne } A : 
Ce il Office and receipt of the resultant adviec 

7. Loan Guaranty Officers shall rep to Central Office any apparé 
proper or immoderate accompaniments or consequences of local arrange! 
which appear to deserve pe ial attentior Action to bar or susp 

ender, or holder involved will be considered incident to such 1 ports Whe 
facts warrant, it will be incumbent upon the VA to refer such cases to the Depa 

of Justice for consideratior 

sS Thos submi s1ons of propo ed or active arrang ner here ofore CCE] | 
by the Loan Guaranty Service will be acted upon in the light of the principles set 
forth herein. Several arrangements known to be currently the subject of 
applicatio! have been referred to the Solicitor for formal opinion \ppropria ( 


advices as to such matters having general application will continue to be 
warded to all Loan Guaranty Offices. 

9. Additional copies of this technical bulletin are being supplied t] in guar 
anty offices for distribution to lenders and others actively participating in the 
program, in accordance with VA Technical Bulletin TB 4A-1 

By direction of the Administrator 

H \ STIRLING 
Deputy Adn trato 
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VETERANS’ ADMINISTRATION, 
Washington Ss. BD C.. me ple mber 5, 1952 
To: Manager, all VA regional offices 
Attention: Loan guaranty officer. 
Subject: Fees and charges. 

1. By all-station letter 101-52 you were furnished advance copies of a technical 
bulletin on the subject Fees and Discount Practices. Paragraph 8 of the technical 
bulletin stated that several arrangements known to be currently the subject of 
wide application had been referred to the Solicitor for formal opinion. Copies of 
Op. Sols. 214-52, 215-52, 216-52, 220—52, and 222-52 (being the opinions rendered 
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pursuant to the referrals mentioned in paragraph 8 of the technica] bulletin) are 
attached hereto. 

2. Under the above-mentioned technical bulletin, advices to lenders with respect 
to proposed arrangements will not be given. However, it will be appropriate to 
furnish inquirers with copies of such opinions, all-station letters, etc., without 
elaborating comment, to enable them, with advice of their own counsel, to ascer- 
tain whether any such proposed arrangements are permissible under the applicable 
law and regulations. 

3. When lenders, or others involved, make the certifications required by the 
regulations (see al ll-sti ition letter 65-52) and request certificates of commitment 
or Of guaranty and, in connection therewith, advise you of the terms of discount 
or repurchase arrangements which are being followed (or have theretofore advised 
you of such arrangements), it will be incumbent upon you, with such advice of 
the chief attorney’s office as may be required, to determine whether such arrange- 
ments, or any segment thereof, constitutes a violation of the law and regulations. 
It is thought that except in very unusual circumstances the attached opinions 
together with previous advices, will enable you, with the assistance of the chief 
attorney’s office, to decide whether it is proper to issue certificates of commitment 
and evidences of guaranty or insurance. It is not contemplated that it will be 
necessary for you to refer any great number of cases to this office for advice. No 
cases should be referred to this office until you have ascertained, with the advice 
of the chief attorney’s office, that the questions involved are not covered by the 
principles announced in solicitors opinions or advices from this office heretofore 
rec ved 





1. it will be apparent to vou that the encl sed opinions admit of considerable 
leeway with respect to arrangements which could result in the ultimate absorption 
of several discount points DV ab iilder This igaln poll its up the necessit v for 
close serutiny of ach case to see that VA in making cost estimates does not recog- 
nize any item which the builder must pay or absorb thereunder. It is of para- 
mount importance that these items not be passe d on to the veterans in the form 
of increased sales prices or otherwise. If it so happens that a builder cannot 
afford to build under the GI loan program within the resultant CRV, because of 
the prospective discount he mav have to take into account, that is to be regretted. 

sut it is a consequence that VA should not seek to alleviate in its valuation pr cess, 
Chere can be no doubt that such was the plain intent of the Congress in enacting 


T. B. Kina, 


Director. Loan Guaranty Service. 


ExuiBitT 11 
Op. Sol. 214 52 
August 22, 1952 
To: Assistant Administrator for Finance 
From: Solicitor. 
Subject: Loan Guaranty Fees and Charges—Commitment Fee Paid by Builder 
toa Mortgage Cor sven y - Purchase Guaranteed Loans—VA Regulation 36: 


r 


1312 (a) (as amer de as 12, 1950, and December 7, 1951). 
1. This refers to a - tter from the dated 
June 24, 1952, submitting for consideration an arrangement by a builder for oo 
sale of guaranteed core in which he is the mortgagee. The facts are stated : 


iliowa: 
* FACTS 
iilder approaches a mortgage company and requests the mortgage company 

to issue to the builder a commitment to purchase from him at a future date a 
stated number of VA loans on houses to be built, or in the process of being built. 
The mortgage sompen) advises the builder that it will agree to purchase such 
loans from the builder at a future date after the loans have been closed in the 
name of the builder and are owned by him, and provided the borrower’s credit is 
satisfactory, at a price of less than par (in this instance, 97). Further, that in 
consideration for the issuance of this commitment, the builder must agree to pay 
to the mortgage company a fee (in this instance, 1 percent of the total principal 
amount of the proposed loans) which fee will be retained by the mortgage company 
whether or not the said VA loans are delivered by the builder. 

The agreement does not in any way obligate the builder to deliver the said 
loans. 
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‘The builder accepts the above proposal; the commitment is issued and the 
builder pays the mortgage company the 1 percent fee. 

‘The mortgage company thereafter secures a commitment from a secondary 
investor (in this instance, an insurance company) under which the secondary in- 
vestor agrees to purchase from the mortgage company at less than par (in this 
instance, 97), the VA loans covered by the above commitment issued to the 
builder by the mortgage company in the event that the loans actus ully do become 


the property of the mortgage company. For this commitment the insurance 
company charges—and the mortgage company pays—a fee (in this instance, 
1 percent). In this instance, the builder secures his construction financing 


elsewhere and the mortgage company is not involved in this financing. 
‘‘Sometime thereafter, when the houses under discussion are almost completed , 
the builder notifies the mortgage company that he is going to elect to take ad- 
vantage of the mortgage company’s offer and expects to deliver the loans. In 
this instance, the builder requests the mortgage company to process the VA loans 


for him and the mortgage company does so without making any additional charge. 
“Settlement takes place, in this instance, at the office of a title company; the 


loan proceeds are disbursed by the builder to the various veteran purehasers and 
the loans are closed in the builder’s name. The builder signs the required VA 
certificate that the total of all the fees he has paid in connection with each loan 
including the 1 percent commitment fee paid to the mortgage company, does not 
exceed the total permitted under the applicable VA schedule. 

‘As soon as practicable following settlement, the builder, being the owner of the 
loans, assigns the loans to the mortgage company and receives the agreed upon 
price of 97; later, the mortgage company in turn assigns the loans to the insurance 
company from which it has received its commitment.” 

Since the actual form of agreement is not available for inspection, this opinion 
is based solely upon the facts as above quoted 

2. VA Regulation 36:4312 (a) (as amended July 12, 1950, and December 7, 
1951), promulgated by the Administrator pursuant to section 504 of the Housing 
Act of 1950 (12 U.S. C. 1701j), as amended September 1, 1951, by section 613 (a 
Publie Law 139, Eighty-second Congress, in pertinent part reads: 

That no loan for the purchase or construction of a dwelling unit on 
which the Administrator receives a request for a determination of reasonable value 
on or after December 15, 1951, shall be guaranteed or insured unless 

1) The lender certifies to the Administrator that it has not imposed and will 
not impose any charges or fees against the veteran or the seller in excess of those 
allowed in such schedules; or 

“*(2) If such request relates to a new dwelling unit which has not been oceupied 
previously and which is to be purchased by a veteran, the lender certifies to the 
Administrator that in connection with financing the construction or sale of such 
dwelling unit it has not imposed and will not impose upon the builder or veteran 
any fees or charges in excess of those allowed in the applicable schedule so approved 
by the Administrator, and, if the loan to be guaranteed or insured is made by a 
lender other than that which financed the ee of such unit, the Adminis- 
trator is furnished a further certification eithe 

‘(a) By the builder that he has not onli and will not pay any charges or 

fees in excess of those allowed in applicable schedules 4 

In all cases wherein requests for establishment of reasonable v ie on new con- 
struction are submitted on and after May 28, 1952 (see letter of the Director, Loan 
Guaranty Service, 65-52 dated May 29, 1952), the builder must certify and repre- 
sent to the Administrator as follows: 

‘‘The total amount paid or to be paid for charges and fees incurred by the under- 
signed to procure or facilitate financing for the construction and sale of the dwelling 
units to which the attached request for determination of reasonable value relates, 
including those charges paid or to be paid by the undersigned for commitments, 
written or oral, relating to the origination and sale of any VA guaranteed loans 
that may finance the sale of the related units to eligible veterans, will not be in 
excess of the maximum amount allowable in the applicable local schedule for con- 
ventional construction financing approved by the Administrator under section 
36:4312 of the VA Loan Guaranty Regulations; and 

“The undersigned has not entered into any arrangement or agreement which 
obligates the undersigned to sell at less than par any VA guaranteed loans which 
may originate from the sale of the units covered by the attached request, and will 
not enter into any such arrangement or agreement at any time prior to the closing 
of such loans; and 
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“The undersigned will not enter into any agreement or arrangement with any 
person whereby the undersigned obligates itself to purchase loans which are 
guaranteed or insured under title III of the Servicemen’s Readjustment Act of 
1944, as amended, from such person except in writing, a copy of which will be made 
available to the Veterans’ Administration at any time at its request. The under- 
signed further represents and agrees that any such writing shall be in such terms 
as to bind the other party or parties thereto, so long as the right of the undersigned 
to purchase such loans has not expired, not to enter into any agreement of anv 
kind which contemplates a sale of the loans at less than par, or to seek or accept 
a commitment from a third party for the purchase of the loans at less than par.’’ 





























ee vill be noted from the tatement of facts submitted that the builder is 
also t mortgagee of the iaranteed loans The builder secures his construction 
financit elsewhere and the rtgage company is not involved therein. What 
the b ler is doing is to pay a fee of 1 percent of the total amount of the proposed 

lara | ans in order to | i ¢ commitment from the mortgage 

\ i »Dp ha Tr I ut if al or such number of the proposed 

guaranteed loans as the builder ts to sell to the mortgage company, at some 
agreed figure than par (at 97 this cas The 1 percent fee is to be retained 
by t ortga company even th h all of the proposed loans listed in the 
agreement are not mad T I ade, are not closed s VA guaranteed loans 
and er OI t any of the said loans whi are closed as guaranteed loans are 
leli ib builder t rt gage ympany, i ld to the said company 
rhe builder-mortga bligated to deliver or anv of the guaranteed 
loa it 97 or ot! price rt company . l perce fee 1s paid 
by tl builder to s re a nuateral agreement from the mortgage company to 
b t wns l er eof ro builder « the terms specified 
Phi e, it is tl ypini f this office that the builder properly can certify, 
a reguired for ali joa \ t! req st for establishment of reasonable 
Va it I I ste 1on a 1 afte \ i 2% 1952 I 4 na tT ente { 1 into any 
ur raz ! ell at less thar I 
anv \ ul { i iw ot ent i ) Al ich arrange- 

( I I ! f su | s 

| n reference ) ( pel co me fee paid b e builder, it must be 
r ( red tl! i ‘ ul \ eu he re es or establishme! of 
able value is made on and a lav 28, 1952, the } ler must certify that 
total amour paid or to be paid “to procure or taciitate financing for (he cons c- 
{ ( npha of e prope! will not be in excess of the 

ax m al int a va e applicable local schedules of fees and charges 
It is the opinion of this office at as to each individual loan closed and guaranteed 
the 1 per t fee paid for t or ment as applied to that individual loan is a 
charge or fee coming ¥v the purview of the above quoted portion of the first 
nt paragrap! e certificate copied in paragraph 2 hereit Accord- 
i ( I eb r nor the lender can properly make the required certific 
tior i o loa W the re t for establishment of reasonable value is 
m ) and after May 28, 1952, if tl builder pays or is obligated to pay any 
char the 1 percent commitment in this case) which is or will be exacted or en- 
tailed in conne it transaction proposed 1n t! case unless such char 
whe i ito t for the construction financing does not exceed the max- 
imum allowable under the applicable schedules limiting fees and charges. For ex- 
ample, if the commitment fee applicable to a particular loan is $100, the builder will 
have to be able to show that he paid at least $100 less for his construction financing 
than he otherwise could have paid under the applicable schedules. In cases 
wherein the builder does n« »btain a construction loan, i. e., furnishes his own 
construction financing, nothing can be paid for a “‘take-out’’ commitment, it 
being presumed in such cases that the use of his own funds by the builder rep- 
resented a loss to him of an amount equivalent to the maximum charge permitted 
by the applicable schedules Moreover, since the said certification relates to each 
individual case, i. e., it concerns only the fees and charges paid in the particular 
loan, the fact that the builder has paid a 1 percent fee for a commitment involving 
other } ropost 1 loans (son of which may never be closed as \ A guaranteed loans 
or, if closed as such, may never be sold to the mortgage company) legally cannot 
be held to increase the charg: the particular loan to which the certification 
relates, i. e., that portion of the total commitment fee collected in respect to 
loans closed, but not guaranteed, and proposed loans not closed, is not allocable 


to such of the proposed loans closed as guaranteed loans For example, if there 
are 60 loans which the mortgage company has committed itself to purchase from 
the bui builder (lender) only 30 of the proposed 


oy J 
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loans are closed as VA guaranteed loans, the fact that the mortgage company 
has actually collected and retains commitment fees in respect to the 60 loans 
is not legally objectionable. It should be noted that builders who originate 
guaranteed loans as lenders, are the legal owners of such loans and as such owners 
have the legal right to sell or refuse to sell such loans at any price obtainable at 
any time after closing, sometimes referred to as ‘‘originatior It does not appear, 
therefore, to be legally objectionable for the builder to protect his future financial 
interests by obtaining from the mortgage company in advance of the consun 
mation of the proposed guaranteed loans a unilateral commitment from the said 
company (a third party) for a fee (1 percent in this ease) to purchase such of the 
proposed guaranteed loans as are delivered by him to the company, provided the 
maximum allowable fees are not exceeded and provided the builder is free after 





the said guaranteed loans are closed to sell the same without restrictions to any 
buver of his own choice 

5. In consideration of all of the above, it is the opinion of this office that the 
proposal submitted in this case is not legally objectionable to the Administrator 
and will not prevent the issuance of evidence of guaranty, provided 


1) that the amount of the 1 percent commitment applicable to the par- 





ticular loan when added to the total amount paid for charges and fees in 
connection with the construction finance: loes not exceed the maximum fees 
and charges allowable for that loan pursuant to the applicable schedules 
issued under VA Regulation 36:4312 (a ws amended Julv 12, 1950. and 
December 7, 1951 
2) that the lender and the builder execute the required certificatior and 
3) that the loan is otherwise eligible for guaranty. 
Kpwakp E. Opom 
ip. do 2 2 
Lug = 2 
lo: Assistant Administrator for Finance 
From: Solicitor 
Subject: Loan Guarant. Fees and Charge Section 504 of the H \ of 
1950 a A 1701j) (as amended September 1, 1951, by S 613 (a 
Publie Law 139, 82d Cong. VA Regulation 36:4312 (a ws ame ed July 12, 
1950, and December 7, 1951 
1. This refers to the letter of the loan guara officer, VA Re il Office 
Houston, Tex., dated June 30, 1952, to the Dir or an Guaranty Set ib- 
mitting for consideratio a so-called ware isi! or repure! g agret 
ment (hereinafter called the agreement proposed to be pu nto elfect Dv the 
Corp., Houston, Tex. (hereinafter called th rpora 
in the States in which said corporation operat: here tta i the 
correspondence in the file the form of agi i und pr ed prot Oo! rte 
2. ta thi proposal the builder obtains conventik \ y rine n loans m a 
lender (or lenders) other than the corporatiot The « oration agre to uke 
the permarent loans to be guaranteed by VA (which loa ‘ hereinafter be 
referred to as the guaranteed loa Che corporatio ids the guara ed loa 
for the account of the builder and as collateral f e | Ider ote 1 ‘ ur 
amount as the guaranteed loan (or loans) and riven bv t builder to the 
corporation at the time the guaranteed loan (or loar ‘losed Simultaneously 
the builder pays the corporation, i. e., the lender, a ‘‘deposit’’ which in effect L 
payment on the builder’s note For example, in the case where the said so-called 
‘“‘deposit’’ is equal to 5 percent (it may be some other percentas of the builder 
note (which is also the amount of the guaranteed loan (or loar there is a balance 
owing on the builder’s rote equal to 95 percent of the original amount thereof, 
The guaranteed loan which was thus purchased by t builder fron ( rpora 
tion (the lender) witb his note in the face amount of the loan and in respect to 
which in the example he made a 5 percent ‘“‘deposit”’ pavment thereon, simul 
taneously pledged as collateral security for the said builder’s note The builder 
note bears interest at 4 percent per annum and is payable 60 days from 1 date 
the corporation disburses the guaranteed loa Upon payment of the balance 
$5 percent in the example) of the builder's note at any time prior to the due date 
thereof, the corporation will assign the guaranteed loan to the builder (or to any 
investor designated by the builder) without penalty and without the right to retain 
the servicing thereof. If the builder fails to pav his note on the due date thereof, 
the guaranteed loan (or loans) pledged as collateral thereto becomes the property 


of the corporation in full satisfaction of the indebtedness of 
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corporation evidenced by the builder’s note. The corporation retains the 
‘deposit,’ i. e., the 5 percent in the example above stated. The agreement does 
not obligate the builder to erect a home (or homes) on the property (or prop- 
erties) or to have the veteran obtain the guaranteed loan from the corporation. 

3. VA regulation 36:4312 (a) (as amended July 12, 1950, and December 7, 
1951), promulgated by the Administrator pursuant to section 504 of the Housing 
Act of 1950 (12 U.S. C. 1701j), as amended September 1, 1951, by section 613 (a), 
Public Law 139, Eighty-second Congress, in pertinent part reads: 

“* * * ‘That no loan for the purchase or construction of a dwelling unit 
on which the Administrator receives a request for a determination of reasonable 
value on or after December 15, 1951, shall be guaranteed or insured unless, 

1) The lender certifies to the Administrator that it has not imposed and will 
not impose any charges or fees against the veteran or the seller in excess of those 


allowed in such schedules; or 
2) If such request relates to a new dwelling unit which has not been occupied 
I 


previously and which is to be purchased by a veteran, the lender certifies ‘to the 


Administrator that in connection with financing the construction or sale of such 

dwelling unit it has not imposed and will not impose upon the builder or veteran 

r charges in excess of those allowed in the applicable schedule so approved 

by the Administrator, and, if the loan to be guaranteed or insured is made by a 

lender other than that which financed the construction of such unit, the Adminis- 
trator is furnished a further certification either 

“(a) By the builder that he has not paid and will not pay any charges or fees 


n excess of those allowed in applicable schedules 


any fees 


n all cases wherein requests for establishment of reasonable value on new con- 
truction are submitted on and after May 28, 1952 (see letter of the Director, 
‘ 92 dated May 29, 1952), the builder must certify and 








oan Guaranty Service, 65-52 
epresent to the Administrator 

“The total amount paid or to be paid for charges and fees incurred by the 
undersigned to procure or facilitate financing for the construction and sale of the 
dwelling units to which the attached Request for Determination of Reasonable 
Value relates, including those charges paid or to be paid by the undersigned for 
commitments, written or oral, relating to the origination and sale of any VA 
guaranteed loans that may finance the sale of the related units to eligible veterans, 
will not be in excess of the maximum amount allowable in the applicable local 
schedule for conventional construction financing approved by the Administrator 
under section 36:4312 of the VA Loan Guaranty Regulations; and 

1 de ad 


I 
I 
r 





as follows 

















ihe undersigned has not red into any arrangement or agreement which 
obligates the undersigned to sell at less than par any VA-guaranteed loans which 
may originate from the sale of the units covered by the attached request, and will 
not ¢ t anv such arrang nent or agreement at anv time prior t »> the closing 
ot suc d 

“The d will not enter into any agreement or arrangement with ar 
person wher the undersigned obligates itself to purchase loans which are 
guaranteed or insured under tit [il of the Servicemen’s Readjustment Act of 
1944, as amended, from c rson except in writing, a copv of which will be made 
ivailable to the Vetera Ad \y time at its request The under- 
signed further represents and such writing shall be in such terms 
as tot ithe other party or pa rhe s the right of the undersigned 
to purchase suc 2 ha eX] 1 nto any agreement of any kind 
which contemplates a sale of t! ans at less than par, or to seek or accept a com- 
mitment from a third party for the purchase of the loans at less than par.” 

1. The plan proposed by the corporation in this case establishes a debtor- 
creditor relationship between the builder and the ¢ rporation This earries with 
it the usual burdens of that relationship. The builder’s note provides that upon 
the builder’s failure to pav the indebtedness on or before maturity the collateral 


will become the property of the corporation in full satisfaction of the indebtedness, 
i. e.. the 95 percent still due on the note in the example hereinbefore cited. The 
| it bv the builder if he fails to pav the note when due is similar 
nt (and its effect is the same on the builder) to the payment of 
or failure to carry out an agreement to purchase a guaranteed 
the ‘“‘deposit”’ on the note (5 percent in the example above cited) 
r to the corporation to purchase the V A-guaranteed loan legally 
ts effect on the builder is similar to the loss resulting where 
is sold for less than its face value. There are no provisions in 
of the Housing Act of 1950, as amended (12 U. S. C. 1701j 
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o1 in VA Regulation 36:4312 (a) (as amended July 12, 1950, and December 7, 1951) 
and the fees and charges schedules issued pursuant to the latter which prohibit 
the payment of a stipulated sum for failure to perform a contract, i. e., pay the 
note when due in this ease. In consideration of the above, it is the opinion of this 


office that the retention by the corporation of the ‘‘deposit,’’ i. e., 5 pereent pay- 
ment of the note in the example above cited (orany other reasonable amount), is 
not legally objectionable if the builder fails to pay his note when due and payable 

5. Although this is a matter largely for administrative determination, it is 
suggested that the 60-day term of the note provided for in the proposal submitted 


by the corporation is so short that it tends to throw a doubt as to the bona fides of 


the proposed transaction. The short term of the note tends to indicate that what 
is contemplated is in effect merely an outright sale at a discount made at the time 
the loan is made with a deferred settlement date The discount in this view of 
the matter is represented bv the so-called ec leposit”’ on the note See Op Sol 
595-50 It is the Opmion of this office that this doubt cast on the proposed 


transaction because of the brief term of the note can be alleviated by extending 
the term of the note to such a period as will reasonably permit the builder to 
‘test the market’”’ for a more favorable sale. It is the opinion of this office that 
60 days is not a reasonable period for this purpose Although this is also a matter 
of administrative determination, it is further the opinion of this office that the 
minimum period permitted the builder to sell the loans should be not less than 90 
days. 

6. The agreement proposed in this case, despite the fact that a promissory note 
is used in connection therewith thereby creating a debtor-creditor relationship, 
reasonably can be held to be an agreement or arrangement under which the builder 
obligates himself to purchase loans which are guaranteed or insured under title III 
of the Servicemen’s Readjustment Act of 1944,as amended (38 U. 8. C. 694 


within the contemplation of the third paragraph of the certification required by 
the lender attached to the letter of the Director, Loan Guaranty Service, 65-52, 
dated 29, 1952 It will be noted that the certificatio vhicl he builder 





must execute contains this statement: 
“The undersigned further represents and agrees that any such writing shall be 


in such terms as to bind the other party or parties thereto, so long as the right of 
the undersigned to purchase such loans has not expired, not to ent 








; to any 
agreement of any kind which contemplates a sale of the loans at le par, or 
to seek or accept a commitment from a third party for the purchase of the loans 


at less than par. E 
In view of the above, it is the ypinion of this office that the builder properly 
cannot make the said certification as to loans on new construction wherein requests 


for establishment of reasonable value are submitted on or after Mav 28 1952, 
unless a provision is added to the agreement binding the corporation during the 
term of the note not to enter into any agreement contemplating a sale at less than 
par or to seek or accept a commitment from a third party for a purchase of the 
said loan guaranteed at less than par 

7. In consideration of all of the above, it is the opinion of this office that the 
plan proposed by the corporation is not legally objectionable and will not prevent 
issuance of evidence of guaranty, provided 

| that the term of the note be exte nded to give the builder a fa r oppor- 
tunity to test the market and obtain a more favorable sale (it is considered 
that in the ordinary e a reasonable period for that purpose should not be 
less than 90 days; the particular facts and circumstances of an individual case 
(or cases) must be considered in determining what is a reasonable testing 
peri rd 

2) that the agreement be amended to bind the e yrporation during the 
term of the note as to any loan wherein request for establishment of res 
value is submitted on or after May 28, 1952, not to enter into any agree- 
ment contemplating the sale of the loan at less than par or to seek or accept 
a commitment from a third party for the purchase of the loan at less than 
par; and 

(3) that the loan be otherwise eligible for guaranty. 

It should be understood that retention of the deposit,”’ il. e., the 5 percent 
payment on the note in the example above cited, by the corporation in those cases 
wherein the builder fails to pay the note when due does not preclude the collection 
from the builder and the veteran of the fees and charges properly allowable 
pursuant to the applicable schedule. 

8. The correspondence and files submitted by your office are returned 








EpwaRrp E. Opom. 
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Op. Sol. 216-52 
Date: Auqust 22, 19: 


2ED/HJL:rm 


Dd 


To: Assistant Administrator for Finance 

Fron Solicitor 

Subject: Loan Guarant Fees and Charges Repurchase Agreement VA Regula- 
12, 1950, and December 7, 1951 





1. This refers to a letter to the Director. Loan Guaranty Service, dated June 





24, 1952, from the submitting for consideration a so-called repurchase 
agreement, the body of wl reads: 
“WHEREA Builder ha constructed or will hereafter construct certain 


residence improvements upon Lot Ne in Block No , of Addition, 
an Addition to the Citv of , County , for 











whi Builder has mac r will make application for determination of reasonable 
value by the Veterans’ Administration, and Builder contemplates the sale of 
said property to a ra \ loan to be laranteed by the Administrator 
of Veterans’ Affairs, at the p1 determined by the Veterans’ Administratior 
as the reasonal vlue thereof; and 

WuerEas. Builder desires to make arrangements with Lender, in advance of 
the co letion of said improvements and the sale thereof to an eligible veteran 
pur i I Vit I ird to pro i r\ ind sale of such loa 

Now, THEREFO! Know A [EN F CH PRESENTS, that, for and in 
consideration of tl mutual agreements a promises of these parties, which 
shall be legal a vdequat sideration herefor, Builder and Lender do hereby 
agree \ eat ( er as I oO it 

Li er will lend, at par, an amount ne 0 eX d the approved reasonable 
val f said above prope determined and certified |} the Veterans 
A nistratior Oo a veteran purchaser of said above property who is eligible 
for t rant i! loan | the A rator of Veterans’ Affair who other- 
wise is acceptable to Lender as a er t 1 , and Lender will process said loan 
for the purpose of obtainir and | rw obtain, said Administrator’s guar- 
ant charge. theretor t uder and si veteran purchaser no amount 1h 
excess of the aximum permitted under the schedule of fees then approved by 
said Ad istrator 

2. Builder will, upon tl losing of said loan and upon the receipt by Builder 
of t roceeds therefror deposit with Lender an amount required by Lender 
equal to % of the amount of said loar 1id amount to be placed on deposit 
and to be used in the manner hereinafter provided 

5 After said loan ha Y made and the certificate or other evidence of the 

laran of the said A inistrator has been obtained, Lender will attempt to 
sell said loan at any time during a period of 30 davs from the date of closing of 
said loan, to an ultimate purchaser at par thereof plus accrued interest, but 
Builde uri said period, shall have the right to purchase said loan from 
Lender at an amount no excess of par | accrued interest, without restriction 
or additional penal fee vhereup in either case said above mentioned 
leposit shall be returns Bullder 
Builder nqualifiedlvy agree and obligates himself, in the event that 
Lender i able to sell said loa to a ult ate } irchaser at par and accrued 
it act » the exnpira f said above entioned period of time, to then 
purchase said loan from Lender at an amount not in excess of par and accrued 
i re purchase being effected said above 
menti . 

5 to purchase said loan from lender, 
on de f time, then said amount deposited 
wi as liquidated damages for Builder’s 
brea shall then become the property of 
Lende 

6 0 an ultimate purchaser subsequent 
to tl after Builder has failed or refused 


ler agrees, nevertheless, to refund to 
the cost to Lender of the sale of said 





loa said to include but not be limited to an amount less than par at which 
Lendet i ike sale of said loan after the expiration of said above period of 
time 

7 It is further a reed, in the event that any provisions hereof should be 
determined to be in conflict or violat vith Title III of the Servicemen’s Re- 
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adjustment Act of 1944, as amended, or Regulations promulgated thereunder, 
that this agreement, with respect to any such conflicting or violating provisions 
shall be amended so that this agreement shall be construed to be in accordance 
with and not in violation of any provisions of said Act or Regulations. 

“8. It is expressly understood and agreed, further, that Lender shall not, so 
long as the right of Builder to purchase such loan has not expired, enter into any 
agreement of any kind which contemplates a sale of said loan at less than par, 
or seek or accept a commitment from a third party for the purchase of said loan 
at less than par. 

“9. This agreement shall be binding on the parties hereto for a period of six 
months from the date hereof, with respect to said above property and loan, but 
shall continue in effect beyond the termination of said six months’ period only 
in the event that Builder, prior to the terminacion of such date, has entered into 
a valid and binding contract of sale of said property with an eligible veteran 
purchaser 

“10. It is understood and agreed that this agreement shall only be applicable 
to said above property and any loan to be made in connection therewith which 
is to be guaranteed by the Administrator of Veterans Affairs.” 

2. VA Regulation 36: 4312 (a) (as amended July 12, 1950 and December 7, 
1951), promulgated by the Administrator pursuant to section 504 of the Housing 
Act of 1950 (12 U.S. C. 1701j), as amended September 1, 1951, by section 613 (a), 
Public Law 139, Eighty-second Congress, in pertinent part reads 

““(a * * no loan for the purchase or construction of a dwelling unit on 
which the Administrator receives a request for a determination of reasonable 
value on or after December 15, 1951, shall be guaranteed or insured unless, 

(1) The lender certifies to the Administrator that it has not imposed and 
will not impose any charges or fees against the veteran or the seller in excess 
of those allowed in such schedules; or 

2) If such request relates to a new dwelling unit which has not been oc- 
cupied previously and which is to be purchased by a veteran, the lender 
certifies to the Administrator that in connection with financing the construc- 
tion or sale of such dwelling unit it has not imposed and will not impose upon 
the builder or veteran any fees or charges in excess of those allowed in the 
applicable schedule so approved by the Administrator, and, if the loan to be 
guaranteed or insured is made by a lender other than that which financed 
the construction of such unit, the Administrator is furnished a further 
certification either 

‘(a) By the builder that he has not paid and will not pay any charges or 
fees in excess of those allowed in applicable schedules Rites 

In all cases wherein requests for establishment of reasonable value on new con- 
struction are submitted on and after Mav 28, 1952 .(see letter of the Director, 
Loan Guaranty Service, 65-52 dated May 29, 1952), the builder must certify and 
represent to the Administrator as follows: 

‘The total amount paid or to be paid for charges and fees incurred by the under- 
signed to procure or facilitate financing for the construction and sale of the dwelling 
units to which the attached Request for Determination of Reasonable Value 
relates, including those charges paid or to be paid by the undersigned for ecommit- 
ments, written or oral, relating to the origination and sale of any VA-guaranteed 
loans that may finance the sale of the related units to eligible veterans, will not 
be in excess of the maximum amount allowable in the applicable local schedule for 


conventional construction financing approved by the Administrator under section 
36:4312 of the VA Loan Guaranty Regulations; and 

“The undersigned has not entered into anv arrangement or agreement which 
obligates the undersigned to sell at less than par any VA-guaranteed loans which 
mav originate from the sale of the units covered by the attached request, an 1 will 
not enter into any such arrangement or agreement at any time prior to the closing 
of such loans; and 

“The undersigned will not enter into any agreement or arrangement with any 
person whereby the undersigned obligates itself to purchase loans which are 
guaranteed or insured under title III of the Servicemen’s Readjustn ent Act of 


l ] 
} ‘ 


1944, as amended, from such person except in writing, a copy of whieh will be made 
available to the Veterans’ Administration at any time at its request. The under- 
signed further represents and agrees that any such writing shall be in such terms 
as to bind the other party or parties thereto, so long as the right of the undersigned 
to purchase such loans has not expired, not to enter into any agreement of any 


kind which contemplates a sale of the loans at less than par, or to seek or accept 
a commitment from a third party for the purchase of the loans at less than par.’ 


’ 
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3. Although as a matter of policy the Administrator does not favor the prac- 


tice of builders entering into repurchase agreements in connection with the 
financing of the sale of their properties to eligible veterans, the practice is not 
legally objectionable if the repurchase agreement is bona fide in its inception and 
not merely a subterfuge for charging a fee to the builder beyond those allowable 
pursuant to VA Regulation 36:4312(a) (as amended July 12, 1950, and December 
7, 1951) and does not result in an increase in the purchase price or cost to the 
veteran. It the said agreement is not bona fide, i.e., is a mere subterfuge (i.e., a 
plan or scheme to evade the provisions of the regulations), neither the lender nor 
the builder can legally make the certifications required by the regulations. 

1. There are certain facts and circumstances which if administratively found 
to be present, constitute sufficient legal basis to support a finding that a so-called 
repurchase agreement is not bona fide, i.e., that it is a mere subterfuge for the 
purpose of collecting additional fees and charges. One of these would be the 
existence of a contract between the lender and an investor for the sale of the loans 
at a discount entered into prior to or at approximately the same time as the 
so-called repurchase agreement. Another would be the disposal of the loans at 
less than par by the lender prior to the expiration of a reasonable “‘testing period,” 
i.e., the period during which the parties presumably attempt to find a buyer at 





par. Still another would be cancellation or modification of the agreement per- 
mitting the lender to sell the loans at a discount before the expiration «cf the 
testing period. Further facts militating against the bona fides of the agreement 
would be an unreasonably short testing period, and an unreasonably large dis- 
count It is the opinion of this office that the existence of any of the above- 


enumerated facts or conditions is legally sufficient to place the burden on the 
lender and the builder to prove affirmatively that the original repurchase con- 
tract was a bona fide arrar 
1 charges provisions of VA Regulation 36:4312(a) (as amended July 12, 1950, 
and December 7, 1951) and applicable schedules issued pursuant thereto, and if 


such burden of proof is not met to refuse to issue evidence of guaranty, or if such 


evidence is issued without knowledge of the existence of such objectionable facts 


nzement and not a mere subterfuge to evade the fees 


and circumstances, to deny liability on the guaranty 

5. A study of the form of agreement submitted in this ease discloses that the 
same contains a provision that the lender shall not, so long as the right of the 
builder to purchas¢ the loans has not expired, enter into any agreement which 
contemplates the sale of the loans at less than par or seek or accept a commitment 
for the purchase tl ereof at less t! an par Since this provision is expressly set 
forth in the form, it is the opinion of this Office that the builder legally can make 
the certification in respect to this matter required by the last sentence of the 
certification required as to all loans wherein the request for the determination of 
reasonable value is made on or after May 28, 1952. See letter of the Director, 
Loan Guaranty Service (65-52), dated May 29, 1952. Moreover, an inspection 
of the form submitted fails to disclose any of the objectionable features enumerated 
in the preceding paragraph hereof except in respect to the length of the so-called 
‘market testing period.” The ‘testing period”’ provided in the form is 30 days. 

Ithough the deterrnination of what constitutes a reasonable testing period is 
generally a matter for administrative determination, it is the opinion of this 
Office that the period provided in the agreement submitted in this case, i. e., 30 
days, is unreasonably short and if not extended at least to a minimum of 90 days 
is legally sufficient to support a determination that the agreement is a mere 
subterfuge to evade the fees-and-charges limitations of the regulations. The 
facts and circumstances of the particular case, general mortgage market conditions, 
availability of funds for real estate loans, etc., must be taken into consideration 
in making the determination of what constitutes a reasonable testing period. 
In contrast to the matter of the brief market testing period, the good faith and 
bona fides of the agreement in this case are indicated by the provision that there 
shall be a refund to the builder of an amount equal to the deposit made to guaran- 
tee the completion of the loan purchase contract less the cost to the lender of the 
sale if the loan is sold by the lender subsequent to the testing period. It is sug- 
gested that the bona fides of the transaction would be further demonstrated bv 
including in the agreement a provision for the return of the deposit (or a part 
thereof) should the lender decide to retain the loan in its own portfolio. The 
agreement as now presented does not contain this latter provision. Despite the 
above statement regarding the effect of the above discussed refund provision on 
the bona fides of the transaction, it should be noted that this Office is unable to 
find a legal basis for requiring the inclusion of any type of refund provision in the 
agreement. 
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6. In consideration of all of the above, it is the opinion of this Office that 
the form of agreement, except the provision for the 30-day testing period, sub- 
mitted in this case for the purchase of guaranteed loans by the builder from the 
lender is legally unobjectionable and that the same (basing this opinion on the 
exact form as hereinbefore quoted) does not involve any provisions or facts 
requiring the Administrator to decline to issue evidence of guaranty on loans 
originated under this form of agreement, provided: 

(1) That the time of the testing period be extended to give the builder a 
fair opportunity to test the market and obtain a more favorable sale (it is 
considered that in the ordinary case a reasonable period for that purpose 
should not be less than 90 days) 

(2) That the loan (or loans) be otherwise eligible for guaranty; and 

(3) That the lender and the veteran make the required certifications 
respecting fees and charges, 

7. Copy of Purchase Agreement submitted by your Office is returned herewith. 


Epwarp E., Opom. 


Date: August 27, 1952 
To: Assistant Administrator for Finance. 
From: Solicitor. 
Subject: Loan Guaranty—Guaranteed Loans Pledged by Lender as Collateral— 
‘Repurchase’ Agreement—VA Regulation 36:4812 (a) (as amended July 


2, 1950, and December 7, 1951). 

1. This refers to a letter from the dated 
June 26, 1952, to which is attached a letter from the E 
mortgage bankers, Birmingham, Ala., dated June 25, 1952, outlining an arrange- 
ment pursuant to which a lender as the originator and owner of VA guaranteed 
loans obtains funds from a bank by the pledging of the said loans as collateral. 

2. The arrangement is stated to operate substantially as follows: The lender 
makes and closes a loan to an individual veteran which is guaranteed by the VA. 
Thereafter the lender obtains a loan from the Chase National Bank of New York 
(hereinafter referred to as the ‘‘bank’’). The loan to the lender made by the 
bank is for 95 percent of the principal balance of the VA guaranteed loan. The 
terms of the collateral note executed in connection with the loan are such that at 
the end of 6 months the lender has the option of paying the bank the collateral 
loan in full and recovering from the bank the VA guaranteed loan pledged as 
security, or of forfeiting its further rights to the said mortgage loan so pledged 
without further liability to the bank. It appears that these loans from the bank 
are made individually as to each VA guaranteed loan and are made pursuant to 
a “‘line of credit’’ obtained by the lender for a fee paid by the lender to the bank in 
advance of the making of the collateral loans. It is assumed that the fee paid by 
the lender for the ‘“‘line of credit’’ thus established is paid by the lender prior to 
the closing of the guaranteed loans. It further appears that this so-called “‘line 
of credit”’ is reduced by the amount of each loan made from the bank, so that it 
gradually reduces to nothing and at that point it becomes necessary for the lender 
to pay an additional fee to get a new “‘line of credit’”’ established. In connection 
with the closing (sometimes referred to as “‘origination’’) by the lender of the 
VA guaranteed loan, the lender and the builder enter into a so-called ‘‘repurchase”’ 
agreement. The terms of this ‘‘repurchase’’ agreement are not stated. No 
comment is made thereon in this opinion except that it is assumed that the said 
“repurchase”’ agreement is in writing and is in such terms as to bind the lender, 
or other parties thereto, so long as the right of the builder to purchase such loans 
has not expired, not to enter into any agreement of any kind which contemplates 
a sale of the loans for less than par or to seek or accept a commitment from a 
third party for the purchase of the said loans covered by the said ‘‘repurchase”’ 
agreement at less than par. 

3. The legal question for consideration in this case is whether the arrangement 
made by the lender with the bank for the so-called ‘‘line of credit”? which involves 
the pledging of the VA loans as collateral security for loans representing 95 per- 
cent of the principal unpaid balance of the said guaranteed loans and pursuant to 
which the bank will obtain title to the said guaranteed loans at the end of 6 months 
if the collateral loans are not paid by the lender, constitutes an agreement contem- 
plating the sale of the said guaranteed loans at less than par or constitutes seeking 
or accepting a commitment from a third party for the purchase of said guaranteed 
loans at less than par within the purview of the certification required to be executed 
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by builders as to all guaranteed loans wherein the request for the establishment of 
reasonable value is made after May 28, 1952. See letter of the Director, Loan 
Guaranty Service, 65-52, dated May 29, 1952. The pertinent portion of the said 
certification reads as follows 
The undersigned will not enter into any agreement or arrangement with any 
person whereby the undersigned obligates itself to purchase loans which are 
guaranteed or insured under Title III of the Servicemen’s Readjustment Act of 
1944, as amended, from such person except in writing, a copy of which will be 
made available to the Veterans’ Administration at any time at its request. The 
dersigned further represents and agrees that any such writing shall be in such 











to bind the other party or parties thereto, so long as the right of the unde rsigned 
t ha ch loans has not « red, not to enter into any agreement of any kind 
hich ¢ niemptlate a Llé of lhe Loar at le ss than par, or to see k or acce pt a commilt- 
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of the facts as presented is that a debtor-creditor relationship is established be- 
tween the lender and the bank Pursuant to the terms of the note executed by 
the lender, the bank as t ereditor and holder of the collateral security has the 
legal rignt t e over ti collateral thereby becoming the owner thereof at the 
n ritv date of the note in this ease, 6 mont! if the i. €., the lender, 
defaults and does not pay the note at maturity Aithough not controlling from 
a strictly legal point of view, it should be noted that the conclusion that the trans- 
actior this case is a loan transaction rather than a sale is supported by the fact 
that it appears from information received by the Loan Guaranty Service that in 
o! a few of such collateral loans made to date has the bank become the owner 
of \ aranteed loans upon maturity of the collateral loans. In considera- 
tion of tl e, it tl on of this office, upon the basis of the facts stated 
her t! irrang entered into between the lender, i. e., owner (or 
f re « r) of the VA 1 loans, for the establishment of the so-called 
line of credit, for which the lender pays the bank a fe is not an agreement or 
arrangement within the purview of that portion of the certification required to be 
made by the builder in respect to a loans wherein the request for the establish- 
ment of reasonable value is made on and after May 28, 1952. It is further the 
op nn of this office that the said arrangement is not legally objectionable to the 
VA and that the builder with } viedge of such line-of-eredit arrangement made 


or to be made by the lender with the bank can nevertheless properly make the 


required certifi 





5. The correspo dence submitted is returned herewith 


KpwaRp E. Opom. 
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Op Sol. Ss 2 
August 28, 1952 
To: Assistant Administrator for Finance. 


Subject: Loan guaranty; payment by builder (cr seller) of the fee to loan broker 
o find a lender; fees and charges (VA Regulation 36:4312 (a), as amended 
July 12, 1950, and December 7, 1951 
1. This refers to a letter from Mr , Waco, Tex., to the 
isi ‘enter, Waco, Tex., dated June 30, 1952, asking 
“ohibited |} , and charges limitations 
12, 1950, and December 
er, from paying @ loan broker a fee, 
ling a lender to make a loan to be guaranteed 
home by an eligible veteran Reference is also 
to the Veterans 
whett 








lated July 7, 1952, asking 





: far il ether the builder, 
ir respe to a loan where the request for the establishment of reasonable value 
was made prior to May 28, 1952, is permitted to pay a finder’s fee and/or a 
commitment fee for veterans’ 501 home loans,” which fee when added to the 
charge paid by the builder for construction financing exceeds the maximum 
amount allowable for construction financing under applicable schedules issued for 
the particular area pursuant to VA Regulation 36:4312 (a), as amended July 12, 
1950, and December 7, 1951 \ fee paid to a broker (or other person) to find a 
lender willing to make a loan is often referred to as a finder’s fee 
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2. The foregoing two inquiries when read together raise the question of the 


legality of the builder (or seller) paying a so-called finder’s fee in respect to a loan 
in which the request for the establishment of reasonable value was made prior to 
May 28, 1952, as well ss the legality of the builder or seller paving such charge 
in the case of a loan wherein the request for the establishment of reasonable value 
is made on and after May 28, 1952. 

3. VA Reculation 36:4312 (a), as amended July 12, 1950, and December 7, 1951, 
promulgated by the Administrator pursuant to section 504 of the Housing Act 
of 1950 (12 U. S. C. 1701j), as amended September 1, 1951, by section 613 (a) 
Public Law 139, Fighty-second Congress, in pertinent part reads: 

rn * ‘That no loan for the purchase or construction of a dwellin 
which the Administrator receives a request for a determination of reasona 
on or after December 15, 1951, shall be guaranteed or insured unless 

“(1) The lender certifies to the Administrator that it has not imposed and will 
not impose any charges or fees against the veteran or the seller in excess of those 
allowed in such schedules; or 

(2) If such request relates to a new dwelling unit which has not been occupied 
previously and which is to be purchased by a veteran, the lender certifies to the 
Administrator that in connection with financing the construction or sale of such 
dwelling unit it has not imposed and will not impose upon the builder or veteran 
any fees or charges in excess of those allowed in the applicable schedule so ap- 
proved by the Administrator, and, if the loan to be guaranteed or insured is made 
by a lender other than that which financed the construction of such unit, the 
Administrator is furnished a further certification either 

a) By the builder that he has not paid and will not pay any charges or 
fees in excess of those allowed in applicable schedules, or 

b) By the lender which made the construction loan that it has not 
imposed and will not impose charges in relation to such unit which are in 
excess of those allowed in the said schedules 

‘“No loan for the purchase or construction of a dwelling unit on which the 
Administrator received a request for a determination of reasonable value on or 
after July 17, 1950, and prior to December 15, 1951, shall be guaranteed or in- 
sured unless certifications are furnished to the Administrator which comply with 
the provisions of this paragraph as amended July 12, 1950.” 

In all cases wherein requests for establishment of reasonable value on new 
construction are submitted on and after May 28, 1952 (see letter of the Director, 
Loan Guaranty Service, 65-52, dated May 29, 1952), the builder must certify 
and represent to the Administrator as follows: 

‘The total amount paid or to be paid for charges and fees incurred by the 
undersigned to procure or facilitate financing for the construction and sale of the 
dwelling units to which the attached request for determination of reasonable 
value relates, including those charges paid or to be paid by the undersigned for 
commitments, written or oral, relating to the origination and sale of any VA- 
guaranteed loans that may finance the sale of the related units to eligible veterans, 
will not be in excess of the maximum amount allowable in the applicable local 
schedule for conventional construction financing approved by the Administrator 
under section 36:4312 of the VA loan-guaranty regulations; and 

“The undersigned has not entered into any arrangement or agreement which 
obligates the undersigned to sell at less than par any V A-guaranteed loans which 
may originate from the sale of the units covered by the attached request, and will 
not enter into any such arrangement or agreement at any time prior to the closing 
of such loans; and 

“The undersigned will not enter into any agreement or arrangement with any 
person whereby the undersigned obligates itself to purchase loans which are 
guaranteed or insured under title III of the Servicemen’s Readjustment Act of 
1944, as amended, from such person except in writing, a copy of which will be 
made available to the Veterans’ Administration at any time at its request. The 
undersigned further represents and agrees that any such writing shall be in such 
terms as to bind the other party or parties thereto, so long as the right of the 
undersigned to purchase such loans has not expired, not to enter into any agree- 
ment of any kind which contemplates a sale of the loans at less than par, 01 
seek or accept a commitment from a third party for the purchase of the loans at 
less than par.’ 

1. In those loans wherein the request for establishment of reasonable value was 
made prior to May 28, 1952, neither section 504 of the Housing Act of 1950 (12 
U. 8. C. 1701j), as amended September 1, 1951, by section 613 (a), Public Law 
139, Eighty-second Congress, nor VA Regulation 36:4312 (a), as amended July 
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12, 1950, and December 7, 1951, precludes the builder (or seller) from paying a 
loan broker a fee to find a lender, prepare the necessary application papers, or 
carry on negotiations preliminary to the making of a loan, provided the person, 
firm, or corp ration so employed is not the agent, employee, affiliate, or subsidiary 
of the lender, or the employee or agent of a subsidiary or affiliate of the lender, and 
further provided that neither all of the said finder’s fee nor any part thereof, 
charged by the loan broker to the builder (or seller) for his services is paid over by 
the broker to the lender or to any of its employees, agents, affiliates, or subsidi- 
aries. This is for the obvious reason that if the said broker is one of the persons 
above named, or if the said fee is paid over to the lender, the same will constitute ¢ 
fee paid to the lender for making a loan to be guaranteed by the VA; hence, is a 
fee not permissible within the limitations imposed by VA Regulation 36:4312 (a), 
as amended July 12, 1950, and December 7, 1951, and the schedule of fees and 
charges issued thereunder. (See Op. Sol. 624-50.) 

5. In consideration of the above, it is the opinion of this office that the payment 
by the builder (or seller) to a loan broker of a so-called finder’s fee in respect to a 
loan wherein the request for the establishment of reasonable value is made prior 
to May 28, 1952, subject to the limitations and conditions stated in paragraph 4, 
above, is not legally objectionable to the Administrator provided 

(1) that the transaction is in good faith and is not a mere subterfuge to 
evade the fees and charges provisions of the regulations, and 

(2) that the payment of the same by the builder will not result in an 
increased cost to the veteran. 

6. In respect to those loans wherein the request for establishment of reasonable 
value is made on and after May 28, 1952, the builder must certify in part as 
follows: 

“The total amount paid or to be paid for charges and fees incurred by the 
undersigned to procure or facilitate financing for the construction and sale of the 
dwelling units to which the attached Request for Determination of Reasonable 
Value relates, including those charges paid or to be paid by the undersigned for 
commitments, written or oral, relating to the origination and sale of any VA- 
guaranteed loans that may finance the sale of the related units to eligible veterans, 
will not be in excess of the maximum amount allowable in the applicable local 
schedule for conventional construction financing approved by the Administrator 
under Section 36:4312 of the VA Loan Guaranty Regulations * * *,” 
[Emphasis supplied. ] 

It will be noted that, as to loans wherein the request for the establishment of 
reasonable value is made on or after May 28, 1952, there is likewise no provision 
in either section 504 of the Housing Act of 1950 (12 U.S. C. 1701j), as amended, 
or in VA Regulation 36:4312 (a), as amended July 12, 1950, and December 7, 
1951, expressly prohibiting the payment of a finder’s fee; i. e., the legal situation 
in this respect is the same as that in respect to loans wherein the request for the 
establishment of reasonable value is made prior to May 28, 1952, except as here- 
inafter noted respecting the certification required to be made by a builder-seller 
in a new construction case; i. e., of property not previously occupied. The 
certification which the builder-seller must now execute as to such loans contains 
the statement that the aggregate of all of the fees and charges incurred ‘“‘to pro- 
cure or facilitate financing for construction and sale of the dwelling unit’? does 
not exceed the maximum amount permitted by the applicable schedules. In 
consideration of the above, therefore, it is the opinion of this office that the pay- 
ment by the builder-seller in a new construction case—i. e., sale of property not 
previously occupied, of a so-called finder’s fee in respect to a loan wherein the 
request for the establishment of reasonable value is made on or after May 28, 
1952—is not legally objectionable to the Administrator provided— 

1) that the transaction is in good faith and not a mere subterfuge to 
evade the fees and charges provisions of the regulations; 
2) that the payment of the same by the builder-seller will not increase 


I 
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the cost to the veteran; 
3) that the amount of the so-called finder’s fee when added to the amount 
paid by the builder-seller for his construction financing does not cause the 


total amount paid to exceed the maximum amount permissible pursuant to 
applicable schedules issued pursuant to VA Regulations 36:4312 (a), as 
amended July 12, 1950, and December 7, 1951; and 

1) that there is compliance with the limitations and conditions stated in 
paragraph 4, above; i.e., (a) that the person, firm, or representative employed 
to find a lender is not the agent, employee, affiliate, or subsitdiary of the 
lender or the employee or agent of a subsidiary of affiliate of the lender, 
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and (b) that neither all of the finder’s fee nor any part thereof charged by 
the loan broker to the builder (or seller) is not paid over by the broker to 
the lender. 

For example, if the builder-seller could have paid 24 percent for his construction 
financing pursuant to the applicable schedules in effect in his area and in fact 
paid only 1% percent for such financing, an amount not exceeding 1 percent 
legally can be paid by the builder-seller as a so-called finder’s fee subject to the 
above and foregoing limitations and provisions. In this connection is should be 
noted that in a loan wherein the builder-seller furnishes his own soneureeeon 
financing it is presumed that the use of his own funds represents a loss to him 
equivalent to the maximum charges permitted by the schedules, and hence in 
such a loan nothing properly can be paid by the builder for a finder’s fee. (See 
par 4, Op. Sol. 214-52.) 

7. In the letter from the representative of the reference 
is made to ‘‘a commitment fee for a veteran’s 501 home loan.”’ It is uncertain 
from the context of the letter just what is intended by this expression. Perhaps 
it is another means of stating the so-called finder’s fee. On the other hand, it is 
conceivable that the writer is referring to a commitment fee paid by the builder 
(or seller) to the lender to induce the lender to make a loan to be guaranteed by 
the VA. If the latter is the meaning intended by the writer, the payment of suc h 
a fee by the builder (or seller) to the lender is in violation of the November 1949 
fees and charges schedules applicable to VA-guaranteed loans. This is on the 
assumption, of course, that the lender is collecting from the veteran the charges 
otherwise permissible. The November 1949 schedules allow the payment by the 
veteran, the builder, or the seller of 1 percent of the amount of the guaranteed 
loan in lieu of certain specific fees and expenses and in addition to certain other 
specified fees and expenses. The said schedules contain no provisions permitting 
the payment of any additional fee to the lender by either the veteran, the builder, 
or the seller. The ‘‘commitment fee” referred to in Opinion of Solicitor 214-52 
concerns loans wherein the builder is the lender (mortgagee of the guaranteed 
loans) or to cases wherein the builder has entered into a repurchase agreement in 
connection with which he has paid a fee to someone other than the lender. 

8. The correspondence submitted is returned herewith. 

Epwarp E. Opom. 





Exuipit 12 


VETERANS’ ADMINISTRATION, 
Washington 25, D. C., Auqust 22, 1962. 


To: Manager, all VA regional offices. 
Attention: Loan Guaranty Officer. 
Subject: Processing of Loan Applications. 

1. Monthly reports on processing of guaranteed and insured loan applications 
received in central office indicate that practically all offices are processing loan 
applications generally within 1 week from the date of their receipt by the VA 
office. It is recognized, of course, that there are always unusual cases that 
involve special circumstances imposing delays in ultimate disposition. The 
average time currently required to process new loan applications or loan reports 
is a substantial improvement over the condition prevailing a year ago, when the 
Nation-wide average picture indicated that 2 weeks were required to complete 
the handling of routine applications. Monthly reports also indicate a notable 
improvement in the processing of requests for determination of reasonable value. 

2. Needless to say, this improvement in time required to process applications 
and appraisal requests, together with the counterpart reduction in backlogs, is 
encouraging to this office. However, there are a few offices that do not show the 
improvement in processing current work which has characterized the program as a 
whole. These offices are currently being asked by individual letter to take 
special measures to reduce their backlogs and accelerate their service. 

3. With the extension of the act to Korean veterans and the prospective 
relaxing of credit controls, it would be most salutary, if not essential, that every 
effort be extended at this time by all field offices to supplv efficient and expeditious 
service in the handling of appraisal requests and loan applications. 

1. Particularly at this time when the 4-percent rate has a somewhat lessened 
appeal to many lenders, the VA guaranty will be made more acceptable to many 
lenders if the caliber of service which goes hand in hand with it invites reliance 
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upon VA processing. The result will tend to make the GI loan benefit more 
attainable by many more veterans The attainment of that result bespeaks 
vour closest attention and best efforts toward its achievement. 

' §. Itis considered desirable at this time to eall renewed attention to the essential 
importance of making doublv sure that no fees, charges, or discounts, o1 any 
related res ilt of the efforts of lenders to acquire Gl loans on a higher \ ield basis 
are passed on to veteran purchasers, directly or indirectly. Outstanding directives 








are clear enough that no reflection of higher ves attendant the construction 
or sale of units under GI financing can be allowed in the cost approach to valuation. 
You are again urged to be vigilant in that re vard No « XC ption is justifiable 


within the proper administration of your responsibilities und r the program. 
T. B. Kina, 
Directo Loan Guaranty Se ce. 


Exutieit 13 


Summary oF VA Po.icres AND PROCEDURES FOR ALLOCATION OF DirREcT LOAN 


to allocate funds made 


Administration regional 
offices with direct loan activities on a pro rata basis depending 


g upon the estimated 
number of eligible veterans in the areas eligible for direct loans within each region. 
As you know, the direct loan program was first established by Public Law 475 of 


the Eighty-first Congress which provided that the program would end on June 30, 
] 
u 


It has been the pouey ol the Veterans 
available for direct loan purposes among 





1951. As that date appr ached, it was the esire of the Veterans’ Administration 
to enable as many veterans as possible to obtain direct loans prior to the expiration 
of the direct loan program. For a short period, therefore, the strict pro rata 


policy described above was relaxed and direct loan funds were redistributed in 
favor of those offices which had the greatest demand for direct loan funds at the 
time Thus, as of June 30, 1951, some VA regional! offices had received somewhat 
more and other offices somewhat less than a strictly proportionate share of the 
funds made available for direct loan purposes 

Since the reactivation of the direct loan program by Public Law 139, Eighty- 
second Congress, approved September 1, 1951, however, we have adhered strictly 
to a pro rata distribution of direct loan funds except for the following two minor 


modifications. Offices whose pro rata share of the funds available for direct loans 





at any time would have amounted to less than $200,000 per quarter have received 
a minimum allotment of $200,000. In the October 1952 and January 1953 
quarterly allocations, allotments to a few offices were reduced or withheld entirely 
on the basis of reports which indicated that the demand for loans in those areas 
was such that the full amount was not needed. 

At the present time the allocation of direct loan funds is governed by Public 
Law 325, Kighty-second Congress, which provided that funds will become available 
for direct loan purposes on a quarterly basis until the expiration of the direct loan 
program on June 30, 1953, with the final allocation on April 1, 1953 Accordingly, 
funds were allocated to our regional offices for direct loan purposes on April 29, 
1952, immediately after the enactment of the above legislation, and again on 
July 1, 1952, October 1, 1952, and January 1, 1953. The authority to make 
direct loans expires on June 30, 1953, and no applications will be received after 
that date 

Since the number of requests for direct loans exceeds the funds available. each 
VA regional office maintains a priority register to assure the distribution of avail- 
able funds on an equitable basis. The veterans’ requests are filed in order of 
receipt and at the time when it appears reasonably likely that there will be suffi- 
cient funds to meet an individual veteran’s request, the veteran is informed in 
order that he may make formal application and remit the processing costs covering 
appraisal and credit reports 

In order to provide further assurance that the limited funds available for direct 
loans will be apportioned among eligible veterans in an equitable fashion, our 
local offices have been given the authority to suballot the funds made available 
to them among the areas eligible for direct loans under their jurisdiction. This 
has been done so that an undue proportion of the direct loan funds will not 
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to one or two small areas because of specially active demand in these areas at 


particular times 
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(The following was supplied by Mr. Foley of the Housing and Home 
Finance Agency in response to the request of the committee:) 


Hovusinc AND Home Finance AGENCY ANSWERS TO THE COMMITTEE’S LISTED 
QuEsTIONS ON Home MorrtcGace Loan InrEREsT Rates 


INTRODUCTORY NOTE 


A general economic framework for 1953 has been adopted in answering all of 
the written questions submitted to the Housing and Home Finance Administrator 
by the chairman of the Senate Banking and Currency Committee at the conclusion 
of an executive session of the committee on January 28, 1953. This general 
economic framework which should be considered as an implicit part of each of 
the written answers presented below includes: 

(1) An expectation that the market demand for housing will support starts of 
approximately 1 million new private nonfarm dwelling units; 

(2) That Government defense expenditures will not vary appreciably from the 
level projected at the beginning of 1953; and 

(3) That Government tax revenues will not vary appreciably from the levels 
projected at the beginning of 1953. 


1. Is the current rate of 4% percent on sale homes effect » 


The current maximum rate of 4% percent on mortgages insured by FHA 
under section 203—sale homes—is considered an effective rate at the present 
time. However, if general money market conditions tighten and the competitive 
yields on long-term bonds are raised further, it may be necessary to increase the 
444-percent rate in order to maintain an effective rate 

Ki vidence indicates that the current rate can be considered an effective rate at 
the present time. Mortgages insured by FHA under section 203 aggregated 
almost $1.8 billion during calendar 1952, a good volume, only 6 percent below 
1951. The number of dwelling units included in applications for the insurance 
of loans under section 203 during the last 3 months for which information is 
available—last quarter of 1952—exceeded the same quarter in 1951 by 25 percent. 

Recent surveys indicate that in nearly all areas section 203 mortgages 
being purchased in the secondary market at rates ranging from only sligh 
below par to slightly above par. On the sales below par, the amount of 
discount averaged about one-half percent during the last 6 months with 





upward trend evident. (See data in answer to question 9.) Because of the 
numerous variabilities in individual transactions, it is imp»ssible to keep an 
interest rate so finely adjusted that the mortgage securities will sell in all areas 


at any time, at exactly par. Itis possible, however, to have a rate that, generally, 
for nearly all areas will produce a market sufficiently close to par that the differ- 
ence in premium or discount is negligible in determining the effectiveness of the 
interest rate. It may be noted also that there are other aspects of mortgage loan 
transactions, such as initial service charges and terms of continuing service 
contracts, which may well compensate for occasional limited discounts See 
comment On questions 10 and 11. 

The small prevailing discount indicates that the secondary market judges the 
current rate to be a competitive rate. Government secondary market support 
was negligible, with purchases of FHA section 203 insured mortgages by FNMA 
during calendar 1952 amounting to $59.9 million, only 3.4 percent of the total 
volume of section 203 loans insured during 1952. On the substantial volume of 
loans which do not enter the secondary market—that is, loans which are retained 
by the institutions originating them—dhere are no secondary market discounts 

Attention should be called to the recent announcement by FHA establishing a 
permitted service charge of 44 percent per year on mortgages insured under section 
8, title I, in which the mortgage currently is limited by statute to $4,750. This 
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change was made after much study and consultation to meet in part the problem 






of the lower vield in small mortgages occasioned by the fact that loan-servicing 
cost is not a level item per invested dollar. It costs about as much to service a 
$5.000 a $10.000 one Consequently, the cost of servicing reduces 
the ne he small mortgage than on the large one—with a uniform 
int« ‘ircumstance tends to discourage developments in low-cost 





ress expressly recognized the needs in this field, and 
yn for a service charge, we have instituted it in order to make 


in the low-priced market. 





2. How about the 4-percent rate on section 207’s, 213’s, 908’s, and title VIII 








} ntal housing progra P 

lhe 4-percent maximum interest rate on multifamily rental housing mortgages 
insured under sections 207, 213, 908, and title VIII is considered an effective rate 
at the present time. In general, the market will accept a lower interest rate on a 
lar rtgage of the proj type than on a mortgage on an individual house 
since the cost of servicing a large loan is substantially less per $1,000 of loan 
ar int than for a small loan. To the best of our knowledge, discounts in the 
sec iry market are a negligible factor 


Attention should be called, however, to several facets of the interest rate 







ques t affects certa special program 
In the case of a nonprofit corporation or nonprofit trust organized for the 
purpose of « str lividual homes for members of the organization or 
for beneficiaries of the trust, separate mortgages may be insured under section 213 
dual homes upon completion of construction. In these cases, the 4-percen t 
nar im interest rate on these individual house mortgages presents some prob- 
| obt g finance 
The volume of mortgages insured under section 908, multifamily rental 
for critical defer ising areas, has required special support by FNMA 
pl rily because lenders appear to be concerned over the particular risks involved 
by reason Of locat I i the properties areas where they feel long-term economic 
tability may be questionable. Our firm opinion is that this is the primary reason 
for lack of adequate lender participation in this program rather than the question 
f interest rates roa ited extent, a similar but less acute problem exists in 


[1—military housing insurance 

Do you believe the VA rate of 4 percent is an effective rate? 

The VA home loan guaranty program is not under the jurisdiction of the Hous- 
ing and Home Finance Administrator, and we do not have sufficient information 
to evaluate fully the effectiveness of the 4-percent rate 

\vailable figures do show that recently the monthly number of home loan 
guaranty applications received by VA has been in the neighborhood of 30,000 
If this monthly application volume were being generated by the private market 
at par and without FNMA (Government) support, the 4-percent rate could be 
considered an effective rate 

However, in view of the degree of FNMA support for VA-guaranteed loans 
and the secondary market discounts of VA loans, about which we have only 
fragmentary knowledge on the basis of field-office comment, questions arise con- 
cerning the effectiveness of the 4-percent rate for VA loans. The dollar amount 
of FNMA purchases of VA-guaranteed loans during 1952 was equal to 13.5 per- 

nt of all loans guaranteed by VA in In addition, partial surveys of second- 
ary market operations hav 1 d that, except in the northeastern part of the 
country, VA loans are selling in the private secondary market at discounts ranging 





? 





from 1 to 5 percent However, none of the mortgages on which the lender has 
charged a discount are eligible for sale to FNMA. \ lender selling a loan to 
FN MA must certify that it was not made at a discount. 
\dequate information is not available as to the prevalence of such discounts 
prevailing magnitude of such discounts in various areas and the extent to 
which the vetera home pur aser may be paving such discounts. The proce- 
dure whereby these dis ts are paid to secondary market loan purchasers gives 
rise to the possibility that the veteran purchaser may bear the cost of the dis- 
count \s we understand it, a builder in obtaining VA loan financing mav make 
arrangements with an originating lender to buv the VA guaranteed mortgage 
back at 100 in four months, if the originating lender cannot sell it at par in the 
secondary market within that time After the loan has been guaranteed, in 
order to bind the agreement, the builder makes a deposit currently reported as 
ranging from 1 » + perce oO he loan amount. If the mortgage originator 
cannot sell the loan at par, the builder then forfeits the collateral and the originat- 


™ 





nn 


in 





MORTGAGE INTEREST RATE PROBLEM 79 


ing lender can sell the loan in the secondary market at a discount equal to all or 
part of the builder’s forfeited collateral. Since the builder knows what the cost 
of the discount, if collected, will be to him, he may try to include it in the house 


price. If most of the builders in an area were following this procedure, the dis- 
count cost might become an accepted comporne! t of market price. The questo! 


then is whether the discount cost might be included in reasonable value appraisals 
for VA loan guarantee purposes. 

Ifa discount e jual to 4 percent of the loan amount were passed on to a veteran 
buyer, his effective interest rate on a 20-year, 4-percent loan would ‘be in the 
neighborhood of 4.4 percent if the loan were repaid over the full loan matur 





period; the effective interest rate would be higher if the purchaser prepaid the 
loan or sold his house before the end of 29 vears, assuming the discount cost 
which had been included in the original purchase price is not recouped in a resale 


Do Yor believe a differential 1 the interest charaed on \V'A and FHA mortgages 


? } } ] J 
creates any difficulty? Do you b eve a \'A loan enjoys any advantage over ar 


4 
FHA loan from a mortgagee’s point of view, leaving aside the interest advantage 
of an FHA mo tgage uf so, how much is it worth? 

(As the two parts of this question suggest, the relationship in the market of 
VA-guaranteed and FH A-insured mertgages to each other, as well as to compe 
tive investment mediz, depends on the relative attractiveness of all characteristics 
of the t vo types of mortgages as vell as the interest rates they carry Our answer 


to the second par of the question is placed first i 





interest rate characteristics and avoid eonfusion i 
created by the interest rate differ ntial 

Relative advantages, other than interest rate, of VA guaranteed and FHA 
insured home mortgage loans: With the limited amount of information available 
on secondary market prices for VA loans, it is not possible to determine wit 
certainty how the market evaluates the relative worth of the noninterest rate 


{ 
features of two securities whe 


n they bear different interest rates, since the prices 
investors pay are the result of composite judgments about the total worth of all 
features of a security However, the fragmentary information which we have 


Let 
‘s usually available for VA 4-percent 
loans are significantly less than for FHA 4'4-percent loans. Data presented in our 


indicates that the secondary market. pri 











licate that in some marke the differences between 


> 
y 4 


answer to question « s 

discounts on FHA and VA loans are large enough to yield a larger return to investors 
on VA 4-percent loans that on FHA 414-percent. loa In a few localities in the 
Northeast, there may be a differential of slightly less than one-quarter percent 
in the vield to the investor on FHA section 295 loans purchased in the secondary 
market than on VA guaranteed loans acquired in the same manner Chis is 


believed to be the exception rather than the rule 


It seems to us that both kinds of mortgages are of excellent quality and that 
their similarities are much more important than their differences. Except for 
| 


the interest-rate differential, the market as a whole seems to place about an 
equal value on them and, if it were not for the interest-rate differential, the 
market might make funds available in similarly adequate amounts Any small 
differences which might develop in the evaluations of different parts of the market 
could be adjt ted r adily by mod rate variations In the constructiol loan and 
long-term loan service fees, within the permissible maxima (see comment on 


lary 





question 10), and in small 
market. 
The main specific differences with regard to the FHA and VA loans which 
° P } 


ints or premiums available in the secor 


lenders may consider in judging the advantages of one over the other are as 
follows: 
1. Payment of claims The claim of a lender on a defaulted VA guaranteed 


loan is paid in cash and includes all foreclosure expenses, including interest losses 
up to time of payment of the claim 


] 
The claim of a lender on an FHA insured loan under section 203 is paid in tl 
9 


e 
form of debentures bearing a 2% percent interest rate and a certificate of claim 
to cover allowable expenses of the mortgagee not covered by the debentures. 
Foreclosure costs are provided for variously under the different subsections of 
section 203, ranging from the inclusion of allowable foreclosure costs in the 
certificate of claim, under subsections (b) (2 A) and (b) (2) (C), to ineh 

of $75 or two-thirds of these costs in debentures, whichever is greater, and the 





ision 





remainder in the certificate of claim, under subsection (b) (2) (D The maturity 
of the debentures is for a period of years which is 3 years he vond the mae 
turity of the mortgage for which they were exchanged. However, the debentures 
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are callable and FHA has in the past called such debentures issued under section 
203 for cash redemption Moreover, the lender may use the debentures at face 
value for payments of mortgage insurance premiums on FHA loans insured 
under the same section of the National Housing Act. The certificate of claim 
which the lender receives entitles him to reimbursement for any foreclosure 
cost or interest losses (not covered by the debentures) which he has sustained, 
to the extent that the net proceeds gained from disposition of the property by 
FHA are enough to pay all or part of the claim. 

2. Degree of insurance or guarantee.—The VA guaranty is limited to 60 percent 
of the outstanding lonn amount or $7,500, whichever is the lesser. 

The FHA insurance is for 100 percent of the outstanding loan amount. 

With regard to the payment of claims, the difference is not as important as it 
may appear on the surface, since the debentures issued by FHA can be used by 
the lender in lieu of cash to pay premiums to the FHA and are callable for cash 
redemption. The full insurance of an FHA loan may occasionally have some ad- 
vantage over the partial guaranty of a VA loan. 

As a final point, it is appropriate to review the history of changes in the FHA 

s The VA 4-percent rate was established in 1944 at the time that 














the FHA rate on war housing (new construction under Sec. 603) was 4% percent 
and on section 203 (for existing housing and for the minor volume of new housing 
built at that time under this section) was also 4% percent. The VA home loan 
guaranty program became a more effective program through the amendments 
adopted in December 1945. Shortly thereafter, in May 1946, the veterans 
emergency housing program of FHA was adopted, recreating section 603 with a 
/ percent maximu interest rat As the outstanding loan-commitment volume 
under section 603 began to decline in 1948 with the expiration on April 30, 1948, 
of statutory authority t le new commitments, section 203, carrying the 4% 
per rate, | 4 « in volume and subsequently became the major 
prog! t ra Y During this relatively tight-money 
situati 1948 and 1949, a su antial part of the GI hon financing provided 
t Live rivate market Was §{ lvane iu ler c ymbinat oO FHA-\ \ protection, 
with the first mortgage at 444 percent interest and insured by FHA. In April 
1950, the FHA 446 percent section 203 rate was reduced to the present 4% percent 
as a consequence of easi money market conditions. The VA rate has remained 
i t Ss 1! 

The primary purpose of the VA loan-guaranty provision in the Servicemen’s 
Readjustment Act was to aid the veteran to obtain a low down-payment home 
loan | of the partia aral The statutory 4 percent maximum rate 
was fixed a e close of 1 } In 1948, after the monthly number of VA 
loans declined significantly, Congress amended the statutory VA maximum rate 
to 4/2 percent Congr 1as since authorized funds for VA direct loans at 4 


percent (in 1950 and 1952) in areas where 4 percent loans for veterans were not 


¢ 


available from private sou However, the direct-loan program was intended 
to meet the special problem of VA loans for smaller, more rural communities and 
has been administered accordingly 


feturning to the first part of this question, it is believed that the differential 
in the interest charged on VA and FHA mortgages creates difficulties. Experi- 
i 47 and 1948 illustrates the point During 1947, when the most im- 
HA home-insurance program was the section 603 veterans’ emergency- 


1 
i 
portant I 





housing program under which the n 1um interest rate was 4 percent, same as 
the VA rate, VA home loans accounted ‘cent of total mortgage recordings 
of $20,000 or less, a record proportion During this period, the high flow of 


savings into savings and loan associations when mortgage investment oppor- 


tunities were somewhat limited and the alternative nonmortgage investment 
opportunities for savings and loan associations were Government securities, these 
associations participated more heavily in the GI home-loan program. In 1948, 
the general money market tightened up somewhat, though not enough to reduce 
appreciably the net-yield margin of a 4-percent guaranteed loan over long-term 
Government and corporate securities. (See table in answer to question 17.) 
However, in 1948, the FHA section 203 program, with a 4% percent maximum 
permissible interest rate, began to develop as the main FHA home-loan program, 
and the volume of funds available for VA loans diminished significantly, as re- 
flected in the proportion of total mortgage recordings of $20,000 or less accounted 
for by VA loans, which declined from 28 percent in 1947 to 16 percent in 1948. 

The 1948 rise of FHA loans and decline of VA loans as an acceptable investment 
for mortgage lenders is attributable in part to the money-market developments, 
but it also is attributable in part to an institutional factor. As long as the FHA 
ra‘e is higher than the VA rate, even though the VA rate may compare favorably 
with nonmortgage securities incurring equal or higher risks than the VA-guaran- 
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teed mortgage, lenders are reluctant to invest in VA-guaranteed loans when they 
feel that there is a possibility that the demand for FHA-insured loans will be 
great enough to absorb all of the funds which they wish to allocate for investment 
in either FHA-insured or VA-guaranteed loans. The removal of the differential 
would eliminate this institutional influence and probably result in a net gain in 
the total market for FH A-insured and VA-guaranteed loans. 

It might be pointed out that elimination of the interest rate differential would 
still leave the veteran obtaining a VA-guaranteed loan with an advantage over a 
nonveteran obtaining an FHA loan, since the veteran would not have to meet a 
mortgage-insurance premium equal to % or 1 percent of the outstanding loan 
amount, part of which may eventually be refunded, out of the FHA mutual 
mortgage-insurance fund, and, as a minor point, would still receive a gratuity of 
up to $160 


5. What are the number of FHA loans and percentage to total mortgage loans being 
made currently? How does that compare with previous periods? 

The attached table shows that the number of home mortgages insured by the 
Federal Housing Administration during 1952 totaled approximately 234,426. 
It appears that approximately 8 percent of the total number of mortgages of 
$20.000 or less recorded in 1952 were covered by FHA mortgage insurance 

A more meaningful comparison may be found in terms of dollar amount of 
loans. FHA home-mortgage insurance written in 1952 was 11 percent of the 


total estimated amount of non-farm-mortg¢age recordings of $20,000 or less It 
will appear from the table that the proportionate amount of FHA loans was only 
slightly smaller in 1952 than in 1951. In earlier vears, however, FHA-insured 
home loans accounted for a larger proportion of total recordings. The controls 


over real-estate credit, first instituted in 1950, account for part of the decline 
inasmuch as the controls applied to loans on both new and existing properties 
with FHA-insured mortgages, but only to new construction in the conventional 
loan field. In new construction, the regulations required a more drastic incres 

in down payment on FHA-insured mortgages, since conventional lenders ordi 
narilv allowed smaller loan-to-value ratios than did FHA before the 1 rictions 


. } 
were lmposed. 








Number and amount of FHA home loans and percentage of total estimated non-farm- 
mortgage recordings of $20,000 or less, 1948-62 








Number Amount 
Dat Non-farm- | Home loans Non-farm Home loa 
mortgage : insured by Percent I rt age insured by Percent 
recorall ol recordu ) 
$20,000 or les PHA $20.000 or less FHA 

1948 2, 534, 702 300, 034 12 $11, 882, 000, 000 | $2, 116, 000, 00K 18 
1949 2, 487, 521 305, 705 12 | 11, 828, 000, OOF 2, 210, 000, OO 19 
1950 3, 032, 452 342, 582 11 16, 179, 000, 000 2, 492, 0 000 15 
1951 2 877, 860 252, 642 9 16, 405, 000, 000 1, 928, 000, OOF 12 
1952 23,011, 000 234, 426 8 217, 900, 000, 00C 1. 942, 000, 00K 11 
January 221, 532 2), 239 9 1 000. OOF 163. 000. 000 13 
February 919, 194 15, 881 ” 1.9 000. 000 198. 000. 000 10 
March 237, 752 15, 581 7 1. 398, 000, 000 127. 000, 006 ) 
A pril 240, 339 15, 914 t) l > N00. 000 129, 000, 000 ) 
May 255, 878 16, 911 7 1 , 000, 000 129. 000. OOK ) 
June 256, 018 17, 448 7 1, 513, 000, 000 143, 000, 00 ) 
July 267, 858 19, 992 7 1, 590, 000, 000 165, 000, O0C 10 
August 270, 091 19, 489 7 1, 598, 000, 000 162, 000, 00( 10 
September 267,111 21, 903 7 1, 588, 000, G00 181, 000, 006 11 
October 285, 457 25, 102 Q 1. 727, 090, 000 911. 000, OOK 12 
November 245, 245 21, 842 9 1, 492, 000, 000 184. 000. 000 12 
December 2 23.5, 000 24,170 10 21, 437, 000, 000 207, 000, 000 14 


! Home loans insured under sees, 2, 8, 203, 213 (refinanced), 603-610, 611 (refinanced), and 903, National 
Housing Act, as amended. 
2 Tentative estimate. 


6. Are the loans being concentrated in any particular areas: larger financial centers, 
critical defense areas, or in more distant areas like California, Texas, and the 
South? — 

Analysis of FHA preliminary annual data for 1952 compared with 1951 experi- 
ence shows no particularly significant developments in the territorial distribution 
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of home-mortgage operations during the year excepting a disproportionate decline 
in new home insurance in the Northeastern States 

Other factors than availability of mortgage funds have an influence on the terri- 

torial shifts in FHA operations, such as (1) changes in the nature of FHA opera- 

tions (e. g., growth of title IX operations in specified and limited defense areas), 

f i of growth and levels of prosperity (on which construction 

le pe id), and (3 varying effect of credit-control regulations 





umerous factors influencing FHA operations, the attached 
table 1 is significant in showing the geographic distribution of home-mortgage- 
insuring operations in 1951 and 1952. The table contains information for one- 
to four-family home loans under sections 8, 203, 603, and 903 combined, but 


home loans insured in 








section 203 accounts for over YS percent of the existing 

in | d, of the new home loans insured, about 95 percent in 1951 and 
at 84 in 1952, as section 903 (defense housing) became more important 
i! e lat In both new and existing home operations, the greatest volume 
of both applications and insurance in 1952 as well as 1951 was reported by zone V, 


consisting of the Rocky Mountain and Pacific Coast States. In contrast, the 
Northeastern States (zone I), including the principal money markets of the Nation 
reported for new home operations the lowest proportion of insurance in 1952, next 
to the lowest proportion of applications in 1952, and the lowest proportion of 
applications in 1951. The concentration of population and existing housing 
inventory in that area accounts in part for its somewhat better showing in existing 











Between 1951 and 1952, new home ised 39 percent in the 
Nation and exis home applicatior t. The increases in 
py Lio! ere somew t reater lt! for new construction 
i ZO ll a i 1V for exis gy constructiol 

I home-mortgage insurance reflecting actual investments in long-tern 
mortgage new home operations in the entire Nation declined by 24 percent 
while existi home operations increased 22.4 percent during 1952 as compared 
Wi G5] The increases for existing home insurance were reasonably uniform 
ymnong the f S ng tr 17.6 percent in zone V to 29.3 in zone Il. 
In me home operations, however, the volume of insurance dropped sharply 

» percent) in zone I (Northeast with only average declines in zones III 
and V (Mid t and far West) and better than average experience throughout 
the Ss t! In fact, a slight increase in new home insuran¢ was reported for the 
S hwest (zone I\ 

\ mi of 1-to 4-fan Ja g nits wered by uwwplications received and mortaqages 


by FHA unde ecs. 8. , 603, and 908 combined during 1941 and 195 








] In- 
\ | N . N -| Pe Num-! Per- | ‘ I sured 
} ent t ent ber cent 
rt 
| 2.7 72 100.0 267.915 yw) 122.7 100.0 0 24.0 
Zone I ‘ 0. 686 ») 32 57 1) 2 44.601 15.811 12.9 5 1.5 
7 lI é 14 4) 24 42.645 15.9) 22,344 18. 2 27. 1 8.9 
Z 111 (M S s 2.948) 20.4 § 52 19.9) 24 20 0 19 0 25.6 
Z 1\ f 41) 8 ? 7 16.8 2 799 19 27.98 99 8 20 : 
Z \ 5 SS 14, 428 27.5; 74, 518 27.8 2,102; 26.2 +43. 6 27.8 
I S 
{ 9 ys 4 200, 87 100.0 120,002 100.0 +36. 5 +-29 4 
Z 2 Ss 2 ( 272 779 85. 2 +-22. 1 
7 I ) { 7| 24 12 2) 14,781 2 +43 ¢ +99 
Zor ] mt 0 24 2 25. 44 2 x0, 2. 2 y 41.7 2. 
Z 1\ 24 ) 6.8 14,709 0 I7¢ l Is, 5 15. 4 15.9 
Z \ { 1 g 8 65,4 2.6 36, Gti 30) 3 17. ¢ 
Pre data 
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?. Do you find FHA loans, perce nlagewrse, making nroads on V A loans or are con- 
ventional loans displacing both FHA and VA loans? 

It would appear from the data available on total estimated non-farm-mortgage 

recordings of $20,000 or less and on FHA-insured and VA-guaranteed lending 

activity that non-Government-aided lending accounted for substantially more of 


the total in 1952 than in 1951. There was a slight decline in the proportion of 
FH A-insured loans from 12 percent to 11 percent in 1952; VA-gutiranteed home 
loans, however, declined from 22 percent in 1951 to 15 percent in 1952. Participat- 
ing in these developments were FNMA purchases of FHA-insured mort 





aggregating $74,400,000 in 1951 and $167,700,000 in 1952 and VA-guaranteed 
mortgages totaling $602,900,000 in 1951 and $370.000,000 in 1952 From these 
data, it may be concluded that conventional loans displaced VA-guaranteed loans 
in considerable volume and made some slight inroads on FH A-insured finan 
As pointed out in the reply to question 5. part of the decline in the proportion 
assisted by the Government programs is attributable to the credit restrictions i 
effect from July 1950. 

Substantially more applications for FHA ins 


‘ and appraisal requests for 
VA guaranty have been received d iring the past few 









ths than d 





me e 
similar period of a vear ago We do not know whether this portends a rel: 
larger participation for VA and FHA loans, however, since there is no rel 
information on applications for conventional loans against which to measure 


significance of the increase. 


FHA home insurance pritten and VA home-loar guaranty compared with tot l 
recordin I, 1948 4 








Dollars in m y 
Y t 1 } \ ] 
I 1 FHA VA Other + - 
smount of ho va I 
no farn 
recordings 
oon 7 | y Fa Pe I 
; int t i ce 1 
. 
1948 $11, 882 $2 11 18 ¢] 88] 1 $7, 88 fi 
1949 11, 828 2.210 ) 1. 424 12 & 194 69 
105 16, 179 2 49 19 614 ( 
1 ( } 1. Y2S { 22 1 st ty 
1952 17. 90 1. 942 9 N 4 
January 2u5 S34 
February 1 Dn ) { ) x 
M 59 ) { 
Apr 1s 29 } 14 ) 
May l ) ) 
June ! 14 ) 1of i 
Jul | ’ 16 RQ 12 f 
Au ss 62 Ww 2 2 
Sent ber SS In] l4 1,19 
October 7 2 2 yA) ] 1, Que 
Nove her 1, 492 Is4 2 4 lf 1,0 l 
December 1, 437 207 4 Zit l i l 
lentative estimate by Housing and Home Finance A 
§ What shifts have taken place in the market for FHA loan n terms of the pe 
of Dp irchase i / grou} that , mmsurance companies, aving ind loan ! )- 


ciations, savings banks, banks, et 
The attached table shows the type of institution distribution of FHA-insured 
home-mortgage purchases during the calendar year 19 1 
will not be available for several weeks It may be noted that in 1951 more than 
three-fourths of the purchases were made by life-insurance companies and savings 





banks 








Data from outside souret indicate that this preponderat« importance wa 
maintained in 1952 or possibly even increased While preliminary FHA data 
indicate t transfers of section 203 mortgages in 1952 amounts to 76 percent of 
1951 transfers, life-insurance-company report ndiecate that purchases of all 
FH A-ijnsured mortgages incl ding project mortgages d ring 1] months of | 2 


exceed 80 percent of similar purchases in 1951. 
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With respect to savings banks, it is known that they have been especially 
active in purchasing project mortgages during 1952, and it is believed that home- 
mortgage purchases also very nearly equaled the 1951 record. 

There have been many reports during the year that principal insurance-company 
purchasers have required that offerings of blocks of FHA-insured mortgages be 
accompanied by equal or lesser quantities of conventional mortgages at higher 
interest rates. « The extent or prevalence of this practice cannot be reported 
statistically. 


{ 
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1951 





of institution purchasing and selling all home mortgages (resales included), 


{Dollar amounts in thousands] 
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yt iStl t 4S f 
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1 0 t Am t 
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. bution bution ! 
Total 
Nat i] bank 8. 4 18,451 | $132, 182 10.1 
State t ' 6.4 29, 835 218, 185 16.6 
Mort 92, 950 6, 338 50.8 
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State bank } 12 55 1.4 3 170 4.4 
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9. What is the range of the market for FHA mortgages and more particularly section 
203’s in terms of discounts and premiums? 


There are, of course, no standardized market reports on prices of insured 
mortgages, such as the familiar stock-market quotations for listed securities. 
Likewise, prices at any one time will differ as a result of such factors as (1) terms 
of servicing arrangements, (2) past relations of buyer and seller, (3) size of indi- 
vidual loans, and (4) tie-in of either conventional or VA-guaranteed loans. For 
project mortgages, there are additional special considerations resulting from the 
purchaser’s detailed analyses of both projects and sponsors 

With these qualifications noted, FHA field office responses to headquarter’s 
inquiries show moderate increases during the year in discounts in the average 
prices bid for home mortgages. Under section 203 average prices bid weakened 
only slightly from a discount of about one-quarter of a point in the early part of 
the year to about one-half a point in the last 6 months. For section 8 mortgages, 
a very thin market reflected average discounts ranging generally between three- 
fourths of a point at the beginning of the vear to about one and a quarter points 
at the vearend. The market for section 903 mortgages was dominated throughout 
the year by FNMA purchases at par 

For section 203 mortgages, at the year end average reports of bid prices ranged 
from 99.8 in zone I (Northeast) to about 99.3 or 99.4 in the other four zones. 
Three offices in the Northeast reported premiums of one-half or 1 point as typical 
of current bids, while at the other extreme 5 of the remaining 67 continental United 
States offices scattered throughout the rest of the Nation reported discounts in 
excess of 1 point. In all, 26 offices reported typical bids of par or more and 35 
reported typical discounts of 1 point or less. Four offices did not report. 


10. Are any questionable or illegal practices being resorted to beyond the allowable 
24%4-point discount in the placing or sale of FHA mortgages? If so, what 
actions or legal advice have you given with respect to these practices? 

The FHA does not have rules or regulations pertaining to premiums or discounts 
allowable in connection with the sale of FH A-insured mortgages to other approved 
mortgagees by the mortgagee which initially made the long-term mortgage loan 
and obtained the FHA endorsement for mortgage insurance. However, the FHA 
does have administrative rules governing fees, commissions, and service cha 





rges 
which may be paid by builders and which may be charged or received by mortgage 
lenders who initially make the long-term loan and obtain FHA endorsement for 


mortgage insurance. The following is quoted from Administrative Rules and 
fegulations under section 203 of the National Housing Act revised January 30, 
1952: ’ 

Section II, paragraph 6: 

“An application with respect to proposed construction must be accompanied 
by a certificate, in form satisfactory to the Commissioner, executed by the builder 
certifying that he has not paid or obligated himself to pay and will not pay or 
obligate himself to pay any charges, interest or fees in connection with the financing 
of the construction or sale of the property described in the application other th 

““(a) Customary cost of title search, recording fees, and the ay plicati 
fee, mortgage-insurance premium, and other fees and charges which 
mortgagee is required to pay to the Commissioner under these rules 

““(b) Interest on the principal amount of any construction loan at a rate 
not in excess of 5 pereent per annum; 

‘*(e) Fees and commissions in connection with anv construction loan 
aggregating not in excess of 24% percent of the original principal amount of 
such loan; and 

‘*(qd) Fees and commissions in connection with a loan made after comple- 
tion of construction aggregating not in excess of 1 percent of the original 
principal amount of such loan.”’ 

Section ITI, paragraph 11: 

‘‘(b) Proposed construction. No mortgage covering proposed construction 
shall be insured unless the mortgagee, prior to insurance, shall have delivered to 
the Commissioner a certificate, in form satisfactory to the Commissioner, certifying 
that it has not imposed upon or collected from the mortgagor, the builder, sponsor, 
broker, seller or other interested parties any charges, interest or fees in connection 
with the financing of the construction or sale of the property described in the 
application other than 

(1) Customary cost of title search and recording fees a 
by the Commissioner, and the application fee, mortgage insur: 
and other fees and ct} t i 











are appro\ ed 


nee premiums, 


arges which the mortgagee is required to pay to the 
Commissioner under these rules 
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2) Interest on the principal amount of any construction loan at a rate 
I excess of » percent per an! f 
3) Fees and commissions aggregating not in excess of 24% percent of the 
original principal amount of a construction loan was made by it, 
or if » construction loan wa it, not in excess of 1 percent of the 
original princip mou fs 
It ill be ited that two t pes of construction loan situations have been covered 
by the dual prov ns for builders and mortgagees Where the mortgage lender 
ma} dvances during construction on the long-term mortgage, he must certify 
as to mplianece with the 244-percent limitation If the lender does not make 
construction-lo advances, he mu certifv. w ibmitting the permanent 
mor ‘ » FHA fo e endorsement t 


as to compliance with the l-percent 


In the event the builder obtains a short-term construction loan from a lender 


other than the one making the long-term loan, the lender on the short-term 
construction loan has no direct relationship with FHA. ‘To cover this situation 
the bui - must ifv ¢ » compliance with the fees and commissions limitation 


e construction loan made by the lender on the 
he limitation of 1 percent in connection with the long- 





e long-term mortgage lende1 
edge builders and mort ees are not indulging in 
ces to circumvent the quoted administrative rules 
or 1 rigages 
on fees and commissions of 1 and 24 percent in the 
ire considered reasonable charges in relation to the 
lers of putting permanent and construction loans 
ent that some mortgage lenders may operate more 


han-average costs, there can be some leeway in the 
it to absorb a small discount in case the 
din the secondary market at slightlv less than par. 

ng to take a loss involved in selling loans at a 
tain the servicing of the loan. There is some flexibility 


here, for experience indicates, for example, that when mort » money is plentiful 








many lers have been willing to forego part or all of these fees and commissions 
in order obtain desirable loans 


It should be noted that there is some flexibility provided under present FI 
FI 


TA 
LA 


operations for adjusmtent to changes in mortgage market conditions 

permits lenders to charge borrowers a maximum fee of 1 percent for closing an 
FH A-insured mortgage Where the same lender also makes the construction loan, 
a fee of up to 244 percent, inclusive of the above 1 percent, is permitted Lenders 
must certify that such maxima are not exceeded. Where the lender making the 
construction loan is not the same lender who makes the long-term insured loan, 
he former is not required to certify since he has no direct relationship with FHA, 


but the situation is covered since the builder is require d to certify that he has not 

















paid more than 2'4 percent on the construction loan and 1 percent on the long-term 
insured loan \ mum erest charge of 5 percent is permitted on construc- 
tion financing, compared wit 11, percent allowed for the mortgage loans. (See 
reply to question 10 for quotation of FHA regulations 

Che initial service charg allowed are sufficient to cover the recognized costs 
of making construction loa and long-term morgage loans Builders are not 
permitted to pay, nor are mortgagees permitted to receive, any additional amounts 
for a purpose iding re burst nt for discounts which the mortgagee may 
have to accept if he sells the mortgage in the secondary market. However, 
variations in the initial service fees actually charged, within the permitted maxima, 
allow some flexibility in response to changing market conditions. When there 
is an abundance of funds and competition for loans, originating mortgagees 
isua rego or reduce their il service fee because they are able to sell their 
FH A-insured loans to permans vestors at a premium Under such conditions, 

ortgeagees in manv areas also offer commissions for new business, \ recent 
survey of FHA field offices indicates that only a few lenders are offering very 
modest commissions and that a large percentage of them are charging initiation 
fees approaching the axi When market conditions are such that small 
lisecounts pr in the secondary market, lenders may charge the maximum 
fees permitted on loans originated and may absorb the small discount in order to 
obtain the ervicing ot t ins after they are sold 
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It is our opinion that the present allowable fees are adequate to cover costs of 
originating and disbursing loans. We do not believe that these fees should be 
increased or other charges permitted which would result in charges to the bor- 
rower to reimburse the lender for discounts paid in the secondary market. If 
any higher charges than the recognized costs of making loans were permitted, 
they would tend to become ingrained in the practices of some mortgagees and thus 
permanently increase costs of borrowing. If conditions become sufficiently tight 
to make the 444-percent rate on section 203 loans ineffective with the initiation 
charges now permitted, it would be FHA policy to recognize the situation explie~ 
itly and increase the interest rate rather than to allow additional charges of other 
kinds. 

12. What effect would an increase in the interest rate have on your FNMA ope rations? 

An increase in the maximum interest rates on FH A-insured and V A-guaranteed 
loans would freeze tightly the FNMA portfolio of loans and prevent the FNMA 
operation from becoming a revolving fund, unless the mortgages were sold at 
substantial discounts As of December 31, 1952, FNMA held $2,241,700,000 of 
mortgages, of which 86 percent were at the 4-percent VA rate and 14 percent 
primarily at 4- and 444-percent FHA rate. If the FHA and VA interest rates 
were increased, a major policy decision would have to be made with respect to 
the disposition of this existing portfolio: The loans could be held until the mort- 
gages pay themselves out or could be sold in the private market at a discount 
sufficient to make the yield attractive to investors. Since these mortgages would 
have interest rates lower than the increased prevailing market rates for com- 
parable new mortgages, the entire FNMA portfolio would be unsalable at par 

On the other hand, the portfolio could be held by FNMA until the mortgages 
are paid off by the individual borrowers, and FN MA would continue to show a 





net profit annually (more than $30 million in calendar 1952)—after the payment 
of administrative expenses and interest on funds borrowed from the Treasury 

which would represent a substantial annual dividend to the Treasury However, 
this means that the amount owed by FNMA to the Treasury would be only 


gradually retired over a long period of years and the Treasury would be faced 
with continuing to refinance Government market oblig: 
outstanding balance on funds owed by FN MA to the Treasury 

It could be possible to dispose of the portfolio gradually by selling in dribbles 
at the discount demanded in the market and in such a manner that the entire 
FNMA operation would not show a loss. In this case, however, the Treasury 
would not continue to receive the large annual dividend as for the past few vears. 
Of course, there is always the possibility that some time in the future mortgage 
interest rates would again decline to the point that mortgages held by FNMA 
would become salable at par. Consequently, the disposition policy to be adopted 
must consider the likelihood of such a development in the measurable future 
There is also the possibility of sale of some relatively large share of these mortgages 
at par after some vears of seasoning 

With the respect to future purchasing by FNMA of FHA-insured and VA 
guaranteed mortgages, it is to be expected that an increase in rates would reduce 
the amount of purchases necessary in the public secondary market, since part of 
the purchases in the past are the result of an interest rate lower than that accept 
able in the private secondary market in some parts of the country However, 
since FN MA would not be able to dispose of its present holdings in order to 
make such purchases, additional Federal funds (already authorized by the Cor 
gress) would be expended for this purpose at least initially. The volume of pur- 
chases of FHA-insured mortgages which appears to be attributable to interest 
rate difficulties has been very small. There has been inadequate support of lend 
ers for loans insured for defense housing under sections 903 and 908 and for loans 


ions to the extent of the 










‘ f 
I 





in Alaska due to location rather than interest rates Lender support is also 
somewhat uncertain for military housing mortgages insured under section 803, 
although actual purchases of these mortgages by FNMA are negligible to date 
(See reply to question 2 However, the volume of VA-guaranteed mortgage 








purchases by FN MA has been considerably higher, and it is likely that an increase 
in the VA rate would reduce the volume of purchases by FN MA. 


13. Will the increase in the volume of sa as and morigage repayme?r jou 
opinion bes ficrent to provide an adequate market Jo VA and I i | ans 
at the presen nteres!t rate? 

The increase in mortgage repayments and the increase in the volume of savings 


which has taken place will undoubtedly be helpful in providing a market for VA 


and FHA loans. Whether this level of saving if maintained, and mortgage 
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repayments would be sufficient to provide an adequate market for VA and FHA 
loans at the present rates must be assessed in the context of the entire market for 
long-term funds. Savings and long-term debt repayments of mortgage or other 
debts must be related to the total demand for long-term funds from industry for 
capital expansion and from Government for deficit financing, in order to form 
some judgment as to whether an adequate market for VA and FHA loans at 
present rates is to be expected. 

There is no one type of security which ean be selected as determining the 
upward or downward shifts of the interest rate structure in general or of mortgage 
interest rates in particular. Mortgage interest rates cannot be tied to the market 
J 1e! vy other specific type of yield 
as an accurate index for purposes of adjusting mortgage rates to changing market 
rates for all investment demands which compete with mortgages for funds. 
However, during the coming vear the rates on new long-term Treasury issues are 
apt to be most influential in setting the tone of the market for long-term funds. 
Therefore, whether an adequate supply of 4%-percent FHA-insured loans and 
4-percent VA-guaranteed loans would be available during coming months appears 
to depend most proximately on Government monetary, fiscal, a1 d debt manage- 
ment policies. In turn, the Government policies must be influenced by monetary 


conditions in the economy, but for the sake of confining the answer to this question 


yield on long-term Governm«e securities alone or 








within reasonable limits attention is focused on possible Treasury policies regard- 
on new issues. Two major possible courses of development in money 
Ket con litior s ha ( ob Ol dered 

If the Treasury did not have to issue new long-term securities during the 
first half of 1953 at rates higher than prevailing market yields, an increase in 
FHA and VA mortgage interest rates probably would not be necessary provided 
that mortgage financing conditions about the same as during 1952 were considered 








isfactory for the first half of 1953. During 1952 FHA-insured home mortgages 
accounted for about 11 percent of total mortgage recordings of $20,000 or less as 
compared with 12 percent in 1951; VA-guaranteed loans as a share of total mort- 
gage recordings of $20,000 or less were 15 percent in 1952 as compared with 22 
percent in 1951] Relatively few of the FHA loans were sold to FNMA, and in 
the secondary market 4'4-percent FHA-insured loans were selling at par or within 
1 percent of par. However, as indicated in the reply to question 3, VA-guaranteed 
loans received significant support from FNMA purchases and in many parts of 
the country VA-guaranteed 4-percent loans were selling at discounts ranging up 
to 5 percent in the secondary market. Thus, on the assumption that the Treasury 
does not have to raise its rates on new issues measurably above market yields on 
comparable issues in the first half of 1953, the present interest rate on FH A-insured 
loans would appear to be sufficient to provide an adequate market for such loans. 
With regard to the VA rate, if Treasury did not have to raise its rates in the first 
half of 1953, a market as adequate as at present might be provided, but with the 
conditions of FN MA support and discounts, as described in the answer to question 
Since there are questions regarding the adequacy of the market for VA loans 
narket conditions, as suggested at the conclusion of the 
omprehensive data on this question would have to be 
ow prevalent the conditions described really are and 
‘onclusion as to whether the present rate produces an 


Sa 








ne long-term issues during the first half 

igher than for any comparable outstanding issues, 
the FHA and VA rates would provide an adequate 
oans becomes more complicated. If, after Treasury 
on there were definite indications that private invest- 
nent demand from nonhousing sources would remain strong throughout the vear, 








it is likely that both the present FHA and VA rates would then be considered 
insuffi t to provide an adequate market for insured and guaranteed loans. 
On the other hand, if it appeared that the demand for investment funds from 

dustry was going to drop off during the latter part of 1953 after the Treasury 
early ar had raised its long-term rates measurably, the present FHA rate 
migt | ( ifficient to provide an adequate, though somewhat 
weakened, market loans Under the latter type of developments 
re \ { and money market conditions, the question of the 
VA rate v d revert to the same indetermination expressed in reply to question 3, 


as to whether the current VA rate is adequate in the light of the FN MA support 
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14. What has happened to the rate on prime corporate bends, on long- and short-term 
Government, on municipal bonds? Has the narrowing of the differential been 
justified or does it require an increase in the FHA and VA rates? 

During the past 2 years, the market yield on the new issues of United States 
Treasury 3-month bills has risen from 1.39 percent to 2.13 percent—an increase 
of almost three-fourths of 1 percent. Over the same period of time, intermediate- 
term issues (3- to 5-year maturities) have risen from 1.66 percent to 2.30 percent 
an increase of almost two-thirds of 1 percent. The market yields on fully taxable 
long-term Treasury bonds (over 12 years to maturity or first call) have increased 
from 2.39 to 2.75, an increase of slightly more than one-third of 1 percent. After 
the end of 1952, the market yield on the long-term bonds rose slightly higher—to 
about 2.80 percent. 

Yields on long-term corporate bonds rated AAA by Moody’s Investors Service 
have increased from 2.66 to 2.97 during the past 2 years—an increase of less than 
one-third of 1 percent. On the other hi nd, yields on tax-exempt State and local 
securities have risen markedly from 1.62 to 2.40 or slightly more than three-fourths 
of 1 percent during the past 2 years (as measured by the series of high-grade 
municipal bonds published by Standard & Poor’s Corp.). Data on all these series 
is presented in the attached table. 

It may be seen from the above résumé that the differential between 414-percent 
rate on Government-insured and 4-percent rate on Government-guaranteed mort- 
gages, on the one hs and, and either long-te rm Gove rnment or — ute bonds to 
which they should be compared has changed by about one-third of 1 percent since 
the beginning of 1951. It will be noted that while there were some minor varia- 
tions in this spread during 1952, the major change occurred in 1951 in the months 
following the Federal Reserve-Treasury accord in March 1951. 

There is, however, an important qualification to the above statement. In the 
case of the maximum rates of interest allowed on mortgages insured by the Federal 
Housing Administration, the decrease in the spread mentioned above has been 
absorbed to a large extent by the practical elimination of (a) the premium of about 
14g percent which was being offered in mid-1950 by purchasers of section 203 
4% percent mortgages in the secondary market, and (b) the payment of commis- 
sions for the origination of mortgages (so-called finding fees). There may be 
some additional flexibility, at least for the more efficient lenders, in the maximum 
initial service charges permitted under FHA regulations (see reply to question 11) 
to absorb the prevailing small discount in the secondary market when necessary. 
The flexibility provided in these items would in our opinion be sufficient to counter- 
act largely the effect of the reduced spread between the FHA rate and the long- 
term Governments and corporate bonds, 

It should be noted that the amount of the differential needed at any particular 
time or in any local situation must be enough to cover all the lender costs and 


allow a reasonable margin for profit. A study made in 1949 under the auspices 
of the National Bureau of Economic Research indicates that there is a wide varia- 
tion in lenders’ costs for originating, holding, and servicing mortgages Because 


these costs do vary so widely, the only practical way to measure the effect of a 
narrowing of the spread be tween FHA-insured mortgage loans and other long- 
term investment of comparable safety and quality is to observe whe ther a signifi- 

cantly smaller amount of financing is done in the FHA-insured loan field. It is 
our opinion that, in the light of the various restrictions upon mortgage credit in 
force over the past 2 years, the decline in the number of home loans insured by the 
Federal Housing Administration is not to be attributed to an overly tight position 
as regards the spread between the maximum permitted interest rate and the yield 
on long-term Government or corporate bonds. 

An evaluation of the reduced spread between the 4 percent VA rate and 
yields on long-term Government and corporate bonds similar to that for the 4% 
percent FHA rate presented above cannot be made inasmuch as comprehensive 
information is not available on either the prevalence of or the amount of discount 
involved in VA guaranteed loans at the present time. 

In considering the narrowing of the se differentis note should also be taken of 
the change in risk on the various securities. The risk on a mortgage loan guaran- 
teed or insured by a Government agency is about the same today as it was several 
years ago. However, as the total stock of plant and equipment in the economy 
has been rapidly enlarged and corporations have increased their ratios of debts to 
assets through issuance of corporate securities, the risk attac hed to corporate 
securities has increased and is in part responsible for higher rates on corporates 
A similar analysis could be made for municipal bond rates. Thus, some of the 
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narrowing of the differential between rates on FHA and VA mortgages and rates 
corporate and municipal bonds is due to what we believe is an increasing risk 


Market yields on Federal Government, mur icipal, and cor porate bonds 


Federal Government ot stions 
Moody’s 
Y Municipal Lod} 
ate honda Aaa 
th }- to 5-year | Long-term oe corporates 
t ssues mm 1 
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1 D & } Cor 
] To hat ¢ ent ) t} the Federal Rese ( ediscount rate change 
i I Ne aa a ae 1 change in the VA and FHA interest 
It is doubtful whether the recent increase in the Federal Reserve rediscount 
rate from 13; percent to 2 percent will have a significant effect upon the need 
for increas the i interest rate on FHA-insured and V A-guaranteed 
loans The rediscount rate quoted is the rate charged member banks for short- 
borrowing from Federal Reserve banks Although Federal Reserve has 
ven 1 explanation for the rate increase, financial analysts have interpreted 
it as a move to prepare the market for a large Treasury refunding operation and 
also as a recognition of the increased short-term money rates which have occurred 
in the market duri approximately the past 2 vears It will be noted that 
t! 134 percent rediscount rate has been in effect from August 1950 until early 

this vear 

The inerea in the rate may | ‘onstrued as further evidence of a firming of 
the present higher | | of rt-ter nterest rates However, the change in 
the red int rate should not be considered as having an effect-anywhere com- 
paral the changé Lg irket conditions which followed but are 


ittributed s»lely to the Federal Reserve-Treasury accord of early 1951 when 


Federal Reserve Board removed its market support of United States Government 


16. What, in your opinii the outlook, (1) for the VA and FHA mortgage market 
ha ’ ’ the | 1 d | H { ite. Y a chanae nthe VA ate but 


outlook for the VA and FHA mortgage markets under anv of the three 
alternatives 1} ed j this questior uld depend on developments in the general 
( irket, as reflect and influenced by changes in the rates of long-term 


reasury securiti as i ted in the reply to question 13. The first part (1 
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of this question has already been treated in question 13 in dealing with the 
adequacy or inadequacy of the market for VA and FHA loans at the present inter- 
est rate under two major possible courses of development in money market con- 
ditions. Possible alternative FHA and VA mortgage interest policies posed in 
this question, (2) and (3), also have to be considered in the light of the over-all 
market for long-term funds. For the sake of brevity, attention again will be 
focused upon the two major possible courses of Treasury policy regarding rates 


on new long-term issues under different possible monetary developments in the 
economy Despite this attempt at brevity, the complexities of the question 
could not be escaped. 

2) A change in the VA rate but not the FHA rate. a) If Treasury does not 
increase its rates early in 1953, a change in the VA rate but not the FHA rate, 





bringing the two rates to equality at 444 percent, probably would improve the 
market for VA loans. This improvement would result from the more favorable 
position of the VA interest rate as compared with Government and other long- 
I ages and FHA-insured mortgage loans. Thus, 





bonds, conventional mortg 
the improvement in the VA loan position in competition with other demands for 
long-term funds would be only partly at the expense of the FHA-insured loa 

the market for the latter would probably suffer some weakness. There is an 
institutional factor involved in having a differential between the VA and FHA 


term 





rates which tends to make lenders reluctant to invest in VA-guaranteed mortgages 
if they are at a lower rate. See reply to question 4 

If the Treasury were to increase ‘ates early in 1953 and the VA rate but 
not the FHA rate were changed, bring » two rates to equality at 444 percent, 
the market for VA loans might show some minor improvement, and the market 
for FHA-insured loans would be weakened somewhat However, in the event 
that the private demand for long-term investment funds for purposes other than 
housing were to fall off, the improvemeft in the market for VA loans would be 





greater and the weakening of the market for FHA loans probably would be quite 


small. 





3) Changing both rates a) If the Treasury found no oecasion to increase its 
long-term rates th the VA and FHA rates were each raised by one-quarter 
percent, bringing ates to 414 and 414 percet respective there would i 
definite improvement in the market for FH A-insured loans and a slight improve 


ment in the market for VA loans Che improvement in the market for VA loans 
would be slight, due in part to the institutional factor mentioned previo 
which tends to make lenders reluctant to invest in V A-guaranteed loans when there 
are ample investment opportunities for making higher rate FH A-insured loan 

If under monev market and Federal fiscal developments which did not neces 
tate arise in Treasury rates early in 1953, both rates were changed so as to bring 
the two rates to equality at 416 percent, there would be an improvement in the 
market for bo FHA and VA loans since both loans would achieve a more fave 
able position with regard to competing demands for long-term funds from industry 
and (,overnment and there would not be the differential between the | H \ ar | 
VA rates which gives rise to a reluctance of lenders to make V A-guaranteed loar 

b) If Treasury raised its rates early in 1953, and FHA and VA rates were each 


raised by one-fourth percent, retaining a one-fourth percent differential in ra 








there would be no measurable change from the status quo in the market for either 
type of loan. Both loans would be in approximately the same relative position 
with regard to the rates on competing demands for long-term investments from 
industry and government, and the existing differential between the two rates 
would still have an effect. However, if the demand for investment funds from 
private nonhousing sources abated, the FHA loan would be in an improved 
competitive position, but the VA loan, at a lower rs 
only a slight in provement over its present n arket status 

If the Treasury raised its rates early in the year, and the FHA and VA rates 
were both raised to 4% perce! t, there probably would be some improvement for 
VA loans, whether or not private nonhousing demand fell off, since the differential 
advantage for investors in FHA loans would be eliminated. The combined total 
of both FHA- and VA-insured loans would tend to increase in competition with 
other types of long-term securities in the investment market as long as ler ders do 


probably would show 








not consider the increases in returns on other securities as outweighting the 
increase in rates on FHA- and VA-insured loans. The FHA loan market probably 
would be unchanged although it might possibly be somewhat weaker due to the 
equality of the VA loan rate, unless nonhousing private investment demand were 
to fall off 

It should also be recognized that if both FHA and VA rates were raised, irre- 
spective of general money-market developments, there would be some gain in the 
markets for these loans among the most important type of all the home-mortgage 
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lenders, namely, savings and loan associations. These institutions do not invest 
significantly in any securities except mortgages. However, to the extent that 
higher FHA and VA rates would permit them to meet their dividend requirements 
on share accounts, a higher proportion of their lending volume would go into FHA 
and VA loans. 


~~ 


If no change is made in the rate how long will it take for the mortqage market to 
éturn to normal? Explain what factors you are tal ing into consideration 


lifficult, if 1 impossible, to obtain agreement on what is a normal mort- 
gage market. The requirements for mortgage funds to make VA-guaranteed and 
FH A-insured loans will vary as the demand for houses varies among veterans and 
families in moderate-income brackets, since these segments account for the bulk 

he financing done with Government home-financing aids. Therefore, given 
the current level of total housing activity and the proportion of home loans ac- 
counted for by FHA-insured and VA-guaranteed loans, it is moot whether the 
mortgage market has to “return to normal.” 

However, in another vein, it may be construed that the market has not been 
normal in the past 2 years because Government funds have had to supplement the 
flow of funds from private sources to meet the consumer demand for V A-guaran- 
teed loans, and sizable discounts on these loans have become common in some 
areas Che question of how soon the market can return to a position of fulfilling 
the demand for FHA and VA loans at present interest rates without the aid of 
Government funds (FNMA purchases and VA direct loans) and without sizable 
discounts is related to conditions in the total money market, encompassing the 
demand for long-term investment funds to finance industrial needs and Govern- 
ment borrowing requirements, as compared with the supply of loanable funds 
(new savings and debt repayment) in the economy. 

Currently the Government fiscal operations and the financing of the industrial 

the market for lo erm funds. Under these cir- 
ces the market for FHA loans and more particularly for VA-guaranteed 
loans has weakened considerably, requiring a continuation of Government funds 
support for VA loans According to the consensus of informed economic opinion, 
the pace of industrial expansion and Government expenditures is not expected to 











expansion put pressure Ol! 








abate during the first 6 or 9 months of 1953 and may not decline appreciably 
until sometime in 1954 It would only be when the demand for long-term funds 
rom nonhousing sources slackened that the mortgage market would be expected 
to begin to approach a position of meeting the demand for FHA and VA financing 





present rates, without discounts and without Government funds 

\ brief review of pertinent post World War II developments, emphasizing the 

variations in money-market conditions places the answer to this question in 

proper perspective 

Che general condition of the money market, as it relates to the supply and 
and for mortgage funds, can be symbolized to some extent by the market 

yield on United States Government long-term taxable bonds. (See reply to 

question 16.) The accompanying table shows that the VA-guaranteed 4-percent 

loan was most important in the mortgage market during the year 1947; at that 

time the long-term Government bond yield was at 2.25. 





FHA-insured| VA-guaran- 








a - vice home loans | teed home 
. : made, aS a loans made, 
iii -~ tala tient aaa tai percent of as a percent 
Annual or semiannual | 1 oo total mort- | of total mort- 
ret i gage record- | gage record- 
nc ings of $20,000 | ings of $20,000 
vercent ‘ 
or less or less 
194¢ 2.19 4 22 
1947 2. 25 8 28 
1948 2. 44 18 16 
1949 2.3 19 12 
195% 
I t hal 16 18 
S half 2. dt 15 20 
19 
I t half 2. 32 13 23 
Second hal 2. 62 10 22 
1952 
First half 2. 66 10 17 
S nd half 2. 70 12 





115 years and over prior to April 1952; 12 years and over beginning 
FHA maximum rate changed from 4}¢ to 444 percent, April 1950 
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A supplementary factor at that time was the fact that the main FHA home loan 
program was still the veterans’ emergency housing program under title VI of the 
National Housing Act, under which the maximum interest rate also was 4 percent. 
As the bond yield advanced in late 1947 and in 1948 due to the postwar industrial 
expansion which absorbed an increasing proportion of the supply of long-term 
investment funds, financial institutions holding Government bonds sold them to 
invest in corporate securities issued to finance the industrial expansion. Also, in 
1948 the FHA section 203 program, which then had a maximum interest rate of 
414 percent on loans, became more active, and the FHA section 203 loans increased 
in importance in the mortgage market. 

During 1948 the monthly average yield on long-term bonds ranged between 
2.41 and 2.45, and the FHA-insured home loans accounted for 18 percent of total 
mortgage recordings of $20,000 or less, and V A-guaranteed home loans accounted 
for 16 percent, with FNMA purchases of insured and guaranteed loans being a 
negligible factor. With the development of a recession in the second half of 1949, 
the demand for investment funds from business sources decreased and by the end 
of 1949 the vield on long-term United States Government bonds was down to 2.31 
Under these conditions lenders were willing to make advance commitments for 
VA-guaranteed 4-percent loans, as well as for a fair amount of FHA-insured 
loans—loans which reached a closing stage during 1950. It should be noted that 
as the VA loan became a more familiar, acceptable investment medium, it could 
compete more favorably with other investment media for the supply of investable 
funds. 

At the same time, in late 1949 and early 1950, FNMA advance commitments 
were issued in large volumes so that during 1950 a record volume of housing was 
financed. The commitments from FNMA and private lending institutions even 
carried over through a good part of 1951. In the latter part of 1950, in 1951 and 
in 1952, a record industrial plant and equipment expansion to meet defense 
production needs also was financed. This industrial expansion was financed by 
new savings and by the sale of Government bonds by many institutions to obtain 
the funds. During this period, the Government, which for the postwar period 
as a whole, through mid-1951, had operated on a cash surplus basis, now began 
to borrow to cover deficits caused by defense expenditures. 

18. What effect will an tncrease in the interest rate have on the number, type, or classes 
of housing and their geograph teal distribution? 

There are two factors which are most important in considering the influence of ¢ 
change in financing terms upon effective housing demand. First, a higher interest 
rate means an increase in the monthly payment to the home buyer. On a $10,000. 
mortgage loan with a 25-year maturity, monthly payments for principal and 
interest on a level payment plan would be $52.80 at 4 percent, $54.17 at 44% percent, 
and $55.58 at 4% percent. These differences in monthly payments are small and 
probably would not act as a significant deterrent to home purchases if the outlook 
was for a continuation of high employment and incomes. However, the effect of a 
rise in monthly charges stemming from a rise in the monthly interest rate, as a 
deterrent to effective demand, probably would be significantly greater during a 
period when employment and incomes were declining 

The second important factor, and one which may be most important in a stable 
economic situation, is the amount of down payment required of purchasers. 
Generally, the lower the down payment, the greater the market for a given house. 
Since lenders make FHA-insured and VA-guaranteed loans with lower down 
payments in relation to the price of the house than they require for conventional 
mortgage loans, an improvement in the supply of funds for FHA and VA loans 
would tend to increase the market demand for houses. 

On balance, it would appear that in a stable or expanding general economy an 
increase in the FHA and VA rates would tend to increase the number of new houses 
built, but during a period of economic readjustment and some family income 
decline, higher interest rates would tend to restrict the number of new houses 
which could be built and sold. 

Data for 1949 and part of 1950, taken from the Survey of Residential Financing 
of the 1950 Census of Housing, indicated that FHA-insured and VA-guaranteed 


te 


home loans were most important in financing home purchases in the $6,000 to 
$12,000 price ranges, and conventional mortgages were more important in financing 
purchases of homes with prices above or below this range. ‘Therefore, insofar as 
a rise in FHA and VA maximum interest rates would encourage more funds for 
such loans, it probably would tend also to encourage a greater proportion of 
new housing for the moderate-priced house market which benefits most from 
the Government home-financing aid programs. 
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